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NATIONAL  COORDINATION  COMMITTEE  FOR  THE 
PROMOTION  OF  HISTORY 

WITNESS 
PAGE  PUTNAM  MILLER 

Introduction 

Mr.  Hoyer.  The  Committee  will  come  to  order.  We  are  going  to 
limit,  unfortunately,  your  testimony  to  five  minutes.  We  also 
expect  to  have  other  Members  here  from  time  to  time. 

I  will  probably  not  be  asking  a  lot  of  questions,  that  is  not  be- 
cause of  a  disinterest,  it  is  because  of  the  time  constraints  we  have. 

I  will  say,  for  those  in  the  room  so  I  do  not  repeat  every  time, 
that  we  will  include  your  full  statement  in  the  record  at  the  time 
you  testify.  It  will  appear  seriatim,  one  after  another  as  the  wit- 
nesses testify. 

Miss  Miller,  we  are  going  to  start  with  you.  If  you  will  just  give  a 
brief  explanation  of  who  you  are  for  the  record  and  then  proceed 
for  five  minutes  as  you  see  appropriate. 

Statement  of  Page  Miller 

Ms.  Miller.  Thank  you.  I  am  Page  Miller.  I  am  the  director  of 
the  National  Coordinating  Committee  for  the  Promotion  of  History. 
This  is  a  coalition  of  50  historical  and  archival  organizations.  We 
represent  th  3  broad  spectrum  of  the  community  and  we  have  been 
very  concerned,  as  you  know,  about  the  National  Archives  and  the 
National  Historical  Publications  and  Records  Commission  for  a 
long  time. 

I  have  had  an  opportunity  to  appear  before  you  before  to  talk 
about  this  agency.  This  is  really  a  very  pivotal  time  for  this  agency 
as  you  know.  Don  Wilson's  last  day  in  the  office  was  last  Friday 
and  the  Clinton  administration  is  undertaking  a  very  comprehen- 
sive search  for  a  new  archivist.  There  is  also,  as  you  know,  a  strate- 
gic planning  initiative  going  on  at  the  National  Archives.  You  re- 
ceived this  in  the  agency  hearing  report.  I  think  this  is  an  extreme- 
CD 


ly  important  report  because  it  states  of  mission,  it  states  some  very 
critical  success  factors  that  they  are  working  on,  and  I  think  the 
point  is  that  they  haven't  done  anjrthing  Uke  this  for  decades.  And 
so  here  you  really  have  an  agency  that  is  taking  the  time  to  begin 
to  take  a  hard  look  at  what  its  mandate  is. 

And  then  of  course  we  have  the  opening  of  Archives  II,  which  we 
are  extremely  excited  about  and  I  drive  by  there  frequently  and 
keep  tabs  on  the  progress  of  that  building  and  we  are  pleased  about 
that.  But  we  have  all  of  these  things  coming  together  now  and  so 
there  is  a  concern,  and  I  am  sure  many  other  agencies  have  of  spe- 
cial needs  at  this  time,  but  I  think  that  these  three  factors,  the 
postponed  leadership  of  the  Archives  and  many  deferred  projects, 
the  move  to  Archives  II,  then  undertaking  the  strategic  plan  and  a 
new  archivist,  there  really  needs  to  be  funding  to  carry  this  out 
now.  And  so  what  we  are  asking  for,  if  you  notice  in  the  third  para- 
graph there,  is  an  additional  $74  million  over  what  the  operating 
expenses  were  for  last  year. 

Sometimes  the  Archive's  budget  is  sort  of  hard  to  figure  out  be- 
cause as  money  for  a  boat  dock  or  a  presidential  library  or  some- 
thing like  that  thrown  in,  but  I  am  really  talking  about  the  base- 
line of  the  hard  core  operating  expenses  in  figuring  out  the  needs 
for  Archives  II,  and  that  is  extremely  important  that  it  be — that  it 
really  be  a  successful  operation,  so  we  are  worried  about  that. 

We  know  that  the  mortgage  itself  is  going  to  be  about  $29  mil- 
lion. Then  you  are  going  to  need  additional  money  for  about  $13 
million  for  the  utilities,  for  the  maintenance,  for  just  keeping  the 
building  open,  the  security.  Then  you  need  about  an  additional  $25 
million  to  facilitate  the  move.  Now,  that  is  the  cost  of  actual 
moving  of  the  records,  the  cost  of  the  furniture,  a  lot  of  the  com- 
puter equipment,  developing  the  computerized  system  that  will  in- 
clude management  and  finding  aid  capabilities,  that  will  be  a  part 
of  Archives  II. 

So  all  of  those  things  are  critical  factors  for  the  Archives  II 
building  to  really  be  up  and  operating.  We  realize  this  is  a  big 
chunk  of  new  money  to  have  to  come  in  this  budget  time,  so  we  are 
concerned  about  that.  I  am  sure  you  are  concerned  about  that  too, 
and  I  know  agencies  are  being  asked  to  cut  back,  but,  you  know, 
when  you  had  the  hearing  with  the  agency  head,  and  a  point  was 
made  about  funding  levels  and  staffing  levels  and  the  Archives, 
you  know,  is  already  at  the  4  percent  reduction  because  they  have 
been — what  they  frequently  have  to  do,  which  is  rob  Peter  to  pay 
Paul. 

They  have  been  robbing  from  of  staff  that  would  have  been  doing 
some  of  of  crucial  things  like  describing  records  and  working  with 
agencies  to  prepare  for  Archives  II.  So  that  is  really  the  reason 
that  they  had  a  4  percent  less  in  their  level  of  staffing  than  the 
ceiling  that  they  could  have  had  was  because  some  of  that  money 
had  to  be  diverted  to  planning  for  the  move  for  Archives  II. 

I  just  give  this  as  an  illustration  that  they  are  already  an  agency 
that  is  really  starved  and  is  so  used  to  already  robbing  from  Peter 
to  pay  Paul,  that  I  am  really  concerned  about  additional  cuts  for 
them.  If  I  could  just  add  one  other  thing. 

The  area  that  we  are  concerned  about  in  addition  to  the  move  to 
Archives  II  is  the  work  with  agencies  on  scheduling,  the  records 


that  should  be  saved,  and  the  records  that  should  be  destroyed,  and 
only  about  2  percent  of  the  records  that  are  created  should  be  kept, 
but  it  is  vitally  important  that  the  Archives  have  adequate  staff  to 
work  with  agencies  to  work  this  out,  particularly  in  an  era  of  elec- 
tronic records. 

This  was  part  of  the  problem  with  the  Proff  case  is  that  the  Na- 
tional Security  Council  at  the  time  this  case  started  really  did  not 
have  a  carefully  worked  out  records  disposition  and  retention 
schedule.  And  so  we  are  really  worried  about  the  records  that  are 
being  lost,  both  for  historical  reasons  and  for  accountability  of  gov- 
ernment, if  the  Archives  does  not  have  adequate  staff  to  work  with 
agencies.  And  so  in  this  request,  we  have  a  $3  million  request  more 
for  NHPRC,  $3  million  request  more  to  work  with  agencies  on 
records  disposition,  and  the  retention  schedule,  then  the  money  for 
Archives  II. 

Thank  you  very  much. 

Mr.  HoYER.  Thank  you  very  much,  Ms.  Miller.  I  know  that  five 
minutes  is  a  short  time.  I  again  apologize.  We  have  a  lot  of  people 
we  want  to  hear  from.  We  thank  you  for  your  testimony.  It  is  going 
to  be  very  important  to  us. 

[The  statement  of  Ms.  Miller  follows:] 
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I  am  Page  Putnam  Miller,  Director  of  the  National  Coordinating 
Conmittee  for  the  Promotion  of  History,  a  consortium  of  fifty 
historical  and  archival  organizations.  Mr.  Chairman,  on  behalf  of 
the  NCC  member  organizations  and  particularly  the  American 
Historical  Association,  the  Organization  of  American  Historians,  and 
the  Society  of  American  Archivists,  I  thank  you  for  the  opportunity 
to  come  before  this  committee. 

I  am  here  today  to  request  funding  to  enable  the  National 
Archives  to  fulfill  its  legislative  mandates  and  to  open  the  new 
research  facility  in  College  Park,  Maryland,  (Archives  II).  We  are 
all  aware  that  the  President  is  calling  on  all  federal  agencies  to 
trim  their  budgets  in  an  effort  to  bring  the  mounting  budget  deficit 
under  control.  These  cuts  come  at  a  most  unfortunate  time  for  the 
National  Archives.  The  National  Archives  has  for  the  past  decade 
postponed  addressing  many  problems  in  its  ability  to  accomplish  its 
core  mission  of  identifying,  accessioning,  describing  and  servicing 
the  historical  records  of  the  federal  government.  In  addition  to 
many  neglected  problems,  there  is  an  urgent  need  for  the  National 
Archives  to  provide  leadership  to  federal  agencies  that  are 
increasingly  relying  on  computer  instead  of  paper  records.  And  to 
further  complicate  the  situation  for  the  National  Archives, 
additional  funds  are  required  to  ooen  Archives  II. 

In  the  coming  year  the  National  Archives  needs  $74  million  in 
additional  funding  --  $68  million  will  be  required  if  the  National 
Archives  is  to  open  Archives  II;  $3  million  more  to  provide  its 
appraisal  office  with  staff  needed  to  work  with  federal  agencies  on 
identification  and  preservation  of  historically  significant  records. 
Finally,  $3  million  more  is  needed  for  the  arants  program  of  the 
NHPRC. 

We  are  all  eager  for  the  opening  of  Archives  II.  For  almost 
three  decades  the  National  Archives  has  suffered  from  inadequate 
space  and  the  decision  to  build  Archives  II  was  long  overdue.  The 
1.76  million  square  foot  building  will  be  the  largest,  most 
technically  advanced  archives  in  the  world.  The  National  Archives 
building  in  Washington  will  continue  to  serve  as  the  principal 
location  for  public  programs  and  genealogical  research,  but  Archives 
II  will  become  the  orimary  research  facility.   Most  aqency  records. 


as  well  as  maps,  photographs,  sound  recordinqs,  and  computer  tapes  will  be 
located  at  Archives  II,  which  will  have  spacious  research  rooms.  Old 
military  records,  records  relating  to  genealogy,  and  judicial  and 
congressional  records  will  remain  in  the  Washington  building.  As  you  know 
the  National  Archives  plans  to  begin  moving  records  into  Archives  II  this 
fall  and  the  opening  of  the  building  will  be  next  spring.  This  is  a  major 
development  for  the  National  Archives  and  we  thank  you  for  your  oart  in 
making  this  happen. 

In  your  budget  negotiations  I  urge  you  to  consider  particularly  the 
budget  needs  in  three  areas:  the  opening  of  Archives  II,  work  with  federal 
agencies  on  retention  and  disposition  schedules;  and  funding  for  the  grants 
program  of  the  National  Historical  Publications  and  Records  Commission. 

First,  for  the  National  Archives  to  open  and  successfully  operate 
Archives  II,  an  additional  $68  million  will  be  required,  $25  million  of 
which  will  be  a  one  time  expenditure.  This  additional  $68  million  includes 
four  categories  of  funding:  $29  million  for  payment  on  the  loan  for 
construction  of  Archives  II;  $13  million  for  the  operation,  maintenance, 
security  and  custodial  staff,  and  utilities;  $1  million  for  additional 
archivists  to  service  the  records;  and  $25  million  for  the  cost  of  the 
move,  furniture,  equipment  for  the  preservation  laboratories,  computers,  and 
establishment  of  a  comprehensive  new  computerized  system  that  will  include 
management  and  finding  aid  capabilities. 

Second,  I  urge  adequate  funding  for  one  of  NARA's  most  important 
tasks,  the  appraisal  of  records  to  determine  which  records  merit 
preservation  and  which  should  be  destroyed.   Unless  increased  staff  are 
added  to  enable  NARA  to  work  more  closely  with  agencies,  records  that 
provide  adequate  and  proper  documentation  of  federal  policies  and  activities 
will  be  lost.  Currently  only  forty  NARA  staff  work  on  records  appraisal. 
At  least  56  more  staff  are  needed  for  this  crucial  work  at  a  cost  of  $3 
million.  Currently  NARA  has  only  nominal  contact  with  federal  agencies  and 
provides  little  support  in  identifying  ,  scheduling  and  transferring 
records. 

Records  appraisal  efforts  are  even  more  crucial  in  the  modern 
electronic  recordkeeping  environment.  The  National  Academy  of  Public 
Administration's  recent  study,  "The  Effects  of  Electronic  Recordkeeping  on 
the  Historical  Records  of  the  U.S.  Government"  contains  seventeen 
recommendations  which  include  the  need  for  the  National  Archives  to  direct 
considerably  more  resources,  staff,  and  attention  to  electronic  records  and 
to  working  with  federal  agencies  to  guarantee  the  preservation  and 
accessibility  of  electronic  records.  Many  state  archives  fund  this  key 
function  at  a  proportionately  higher  level  than  NARA.  For  example,  in 
Alabama  there  are  seven  state  archives  staff  people  working  with  state 
agencies,  while  the  National  Archives  has  less  than  twenty  staff  people 
working  with  all  the  federal  agencies. 

A  key  part  of  the  work  of  National  Archives'  staff  with  federal  agency 
staff  will  focus  on  electronic  records.  In  order  to  provide  this  leadership 
the  National  Archives  must  take  the  lead  for  the  federal  government  in 
developing  and  implementing  a  strategic  plan  for  the  preservation  of 
electronic  records  of  enduring  value.  A  recent  report  of  the  HOuse 
Committee  on  Government  Operations,  "Taking  a  Byte  Out  of  History:  The 


Archival   Preservation  of  Federal   Computer  Records,"  makes  eight  recommenda- 
tions,  all   of  which   included   increased  commitment  and   leadership  from   NARA. 
Few  agencies  currently  have  policies  in  place  for  dealing  with  the  special 
characteristics  of  documents  produced  or  stored  electronically.     Thus,   the 
potential    for   loss   of  electronic   records   is  great.      NARA's  research  and 
development  in  electronic  records  has  tremendous  implications  for  state  and 
local    archives.      This  crucial    leadership  role  is  not  now  being  fulfilled. 

The  third  issue  I  wish  to  discuss   is  funding  for  t-he  grants  program  of 
the  National    Historical    Publications  and  Records  Commission's  grants 
program.     The  National   Historical  Publications  and  Records  Commission  has  a 
significant  task  and  yet  they  had  not  had  needed  funds  to  accomplish  their 
mandate.     While  the  National   Archives  concentrates  on  federal   records,  the 
NHPRC  helps  archivists,  documentary  editors,  and  historians  all   over  the 
country  who  are  preserving  and  making  available  non-Federal   records  of 
exceptional    historical    significance.     Since  NHPRC  has  been  funded  at  about 
this  level    for  the  last  15  years,   inflation  has  dramatically  curtailed  its 
important  work.     NHPRC  needs  at  least  a  $3  million  increase. 

The  National  Historical   Publications  and  Records  Commission,   created  in 
1934  as  part  of  the  National   Archives,   makes  more  than  100  grants  each  year 
to   institutions  across   the  country  to  preserve  historical    records,   publish 
historical    papers,   and  make  historical  materials  more  accessible.     Many 
records  that  document  our  history  are  deteriorating  for  want  of  adequate 
care.     Others  go  unsurveyed  and  hence  disappear.     Numerous  collections  are 
minimally  accessible  for  want  of  descriptive  cataloging  and   finding  aids. 
NHPRC  has  an   outstanding   record  of  making  grants  to  edit  and  publish 
historical   documents,   to  develop  archival  programs,   to  promote  the 
preservation  and  use  of  historical    records,  and  to  support  a  wide  range  of 
other  activities  relating  to  America's  documentary  heritage.     While  the 
National   Archives  concentrates  on  federal   records,   the  NHPRC  helps 
archivists,  documentary  editors,  and  historians  all    over  the  country  who  are 
preserving   and  making  available  non-Federal    records  of  exceptional 
historical   significance. 

Although   the   NHPRC  grants  program   is  authorized  at  a   level   up  to 
$10  million,   it  is  currently  receiving  $5  million.      While  the  demand  for 
NHPRC  grants   is   increasing  with  21t  more  applications   in   1991   than   1990. 
NHPRC  grants  have  resulted  in  major  matching   funds   from  private   sources 
which  would  not  have  been  available  otherwise.     Federal   funds  ensure 
potential   backers  that  the  projects  are  of  genuine  significance  and  capably 
staffed  and  organized.   Through   this  model    cost-sharing  program   in  which  the 
average  non-Federal    contribution   is  almost  50%,  NHPRC  has  used  federal 
leverage  to  preserve  our  documentary  heritage. 

The  use  of  documentary  editions  by  historians,   film  makers,   and 
biographers   transmits  to  a  wide  audience  historical   documents  that  help  to 
provide  the  framework  for  a  more  comprehensive  and  accurate  understanding  of 
this  nation's  past.       A  review  of  the   footnotes   of  two  widely  acclaimed 
books  --  Battle  Cry  of  Freedom   by  James   McPherson  and   Eric   Foner's 
Reconstruction:      America's  Unfinished  Revolution  —  reveals   substantial    use 
of  the  NHPRC  sponsored  Freedom:     A  Documentary  History  of  Emancipation. 
Based  on  documents   from   the   holdiTigs  of  the  National   ArcTTives,   the  Freedom 
volumes  make  available  to  scholars  selected  documents  from  our  past  that   had 
previously  been  buried  within   twenty  enormous  record  groups  at  the  National 


Archives.   These  volumes  have  a  most  important  multiplier  effect.   For  all 
of  these  reasons,  I  hope  that  you  will  be  able  to  increase  the  funding  of 
NHPRC  grants  to  $8  million  in  FY'94. 

In  closing,  let  me  restate  that  in  FY'94  the  National  Archives  needs  $74 
million  in  additional  funding  --  $68  million  will  be  required  if  the 
National  Archives  is  to  open  Archives  II;  $3  million  more  to  provide  its 
appraisal  office  with  staff  needed  to  work  with  federal  agencies  on 
identification  and  preservation  of  historically  significant  records. 
Finally,  $3  million  more  is  needed  for  the  grants  program  of  the  NHPRC. 

Thank  you  for  the  opportunity  to  share  with  you  some  of  the  concerns  of 
the  historical  community  about  the  FY'94  budget  of  the  National  Archives. 
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Thursday,  March  25,  1993. 

WITNESS 

HON.  CHARLES  E.  SCHUMER,  A  REPRESENTATIVE  IN  CONGRESS  FROM 
THE  STATE  OF  NEW  YORK 

INTRODUCTION 

Mr.  HoYER.  Congressman  Schumer,  a  critically  important 
Member  of  the  Congress,  who  came  here  at  a  very  opportune  time. 
He  is  my  good  friend,  and  Chairman  of  the  Subcommittee  on  Crime 
of  the  Judiciary  Committee.  Mr.  Schumer. 

Mr.  Schumer.  Thank  you,  Mr.  Chairman.  I  know  the  Commit- 
tee's time  is  limited  so  I  would  ask  permission  to  put  my  entire 
statement  in  the  record. 

Mr.  HoYER.  Without  objection. 

Statement  of  Congressman  Schumer 

Mr.  Schumer.  Let  me  outline  the  highlights  of  it.  Number  one  is 
the  BATF  appropriation,  it  was  $366  million  last  year.  They  do  a 
great  job.  They  need  all  the  support  and  help  they  can  get.  I  just 
hope  they  will  be  funded  to  keep  the  same  number  of  personnel 
and  programs  that  they  have  now. 

There  are  three  riders  that  are — were  in  last  year's  appropria- 
tions bill  relating  to  guns  that  I  would  hope  the  Committee  could 
examine  and  maybe  knock  out.  None  of  them  seem  to  me  to  make 
any  rational  sense  at  a  time  when  we  have  a  whole  lot  of  violence 
coming  from  guns.  The  first  prohibits  BATF  from  consolidating  or 
centralizing  the  records  and  dispositions  of  firearms  maintained  by 
firearms  licenses. 

In  other  words,  they  record  them  over  there  in  the  gun  dealers. 
Then  they  can't  be  put  on  any  central  record,  so  our  poor  police 
and  law  enforcement  people  have  to  go  visit  the  place.  That  is  a 
bad  idea. 

Second,  the  World  Trade  Center  explosion  highlighted  the  need 
to  do  tagging  research  on  explosives,  but  that  was  prohibited  in 
last  year's  appropriation  bill.  I  think  it  should  be  knocked  out.  Let 
them  go  ahead  and  do  the  research. 

Finally,  is  one  that  requires  BATF  to  go  through  lengthy  and 
time  consuming  and  expensive  examinations  to  give  convicted 
felons  who  are  out  of  jail,  give  them  back  guns,  costs  them  $4  mil- 
lion last  year  when  they  don't  have  much  money. 

I  would  hope  that  those  three  riders  could  be  examined  by  the 
subcommittee  and  perhaps  knocked  out,  and  then  a  couple  of  small 
funding  things  that  I  think  merit  your  attention.  The  National 
Tracing  Center,  so  you  can  trace  where  illegal  guns  came  from, 
does  a  great  job  on  a  shoestring  budget,  $1  million  for  that  center 
would  do  a  world  of  good. 

Second,  gun  trafficking  task  forces.  Here,  BATF  has  three  of 
these  units.  They  join  with  local  law  enforcement  to  fight  inter- 
state gun  running.  We  have  in  many  of  our  States  people  who  go  to 
States  with  much  looser  laws  and  buy  truck  loads  of  guns  and  sell 
them  on  the  street.  $5  million  for  those  tasks  forces  again  would  do 
a  world  of  good. 


Finally,  dealer  inspections.  It  is  very  easy,  280,000  dealers  now  in 
the  country.  Anyone  can  become  a  dealer.  They  are  hamstrung  in 
terms  of  inspecting,  preventing  bad  people  from  being  dealers,  $4 
million  for  dealer  inspection  should  be  a  good  idea. 

Now,  if  you  need  funding  for  this,  because  I  know  the  funding  is 
extremely  tight  this  year,  perhaps  what  you  can  do  is  just  get  an 
annual  fee  paid  by  the  dealers  themselves,  a  $10  fee  covers  only  a 
tiny  fraction  of  the  actual  cost  of  providing  the  licenses,  but  would 
help  pay  for  these  kinds  of  things,  and  I  am  going  to  propose  au- 
thorizing legislation  to  increase  the  fee,  but  maybe  you  would  want 
to  consider  it. 

I  want  to  thank  you,  Mr.  Chairman.  I  know  you  have  been  not 
only  a  good  friend  to  me,  but  far  more  importantly,  a  stalwart  in 
our  efforts  for  rational  gun  policy  and  this  would  help  move  us 
along  in  that  direction. 

Mr.  HoYER.  Thank  you  very  much  for  your  testimony.  This  will 
be  very  important  as  we  mark  up  the  bill.  I  agree  with  you  on 
almost  everything  you  proposed  and  we  will  certainly  give  each  one 
of  those  proposals  very  careful  attention. 

Mr.  ScHUMER.  Terrific,  thank  you. 

Mr.  HoYER.  The  Chair  will  recess  the  hearing  for  one  minute. 

[Recess.] 

[The  statement  of  Congressman  Shumer  follows:] 
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TESTIMONY  OF  CONGRESSMAN  CHARLES  E.  SCHUMER 

CHAIRMAN.  SUBCOMMITTEE  ON  CRIME  AND  CRIMINAL  JUSTICE 

BEFORE  THE  HOUSE  COMMITTEE  ON  APPROPRIATIONS 

SUBCOMMITTEE  ON  TREASURY — POSTAL  SERVICE — GENERAL  GOVERNMENT 

MARCH  25.  1993 

THANK  YOU,  MR.  CHAIRMAN,  FOR  THE  PRIVILEGE  OF  TESTIFYING  TODAY 
ABOUT  THE  FISCAL  YEAR  1994  APPROPRIATION  FOR  THE  BUREAU  OF  ALCOHOL 
TOBACCO  AND  FIREARMS.  AS  CHAIRMAN  OF  THE  SUBCOMMITTEE  ON  CRIME  AND 
CRIMINAL  JUSTICE,  I  HAVE  HAD  AN  OPPORTUNITY  TO  OBSERVE  BATF  OPERATIONS 
IN  SOME  DETAIL,  AND  THE  GOOD  FORTUNE  TO  WORK  CLOSELY  WITH  BATF  OFFICIALS 
IN  CRAFTING  LEGISLATION.  LET  ME  SAY  AT  THE  OUTSET  THAT  I  HAVE  THE 
HIGHEST  REGARD  FOR  THIS  AGENCY — THEY  ARE  DOING  FINE  WORK,  AND  THE 
CHALLENGE  FOR  US  IN  THE  CONGRESS  IS  TO  ENABLE  THEM  TO  DO  MORE  OF  IT. 

LAST  YEAR  THE  CONGRESS  APPROPRIATED  $366  MILLION  FOR  BATF.  I  URGE 
THIS  SUBCOMMITTEE  TO,  AT  THE  LEAST,  REPORT  AN  APPROPRIATION  THAT  WOULD 
PROVIDE  FOR  AN  EQUIVALENT  LEVEL  OF  STAFFING  AND  SERVICE.  BATF'S  LAW 
ENFORCEMENT  ROLE  IS  SIMPLY  TOO  IMPORTANT  TO  CUT  BACK.  IN  FACT,  I  WILL 
PROPOSE  THREE  SMALL  BUT  VERY  SIGNIFICANT  SPENDING  INCREASES  THAT  I  THINK 
WOULD  ENHANCE  THE  VALUE  OF  BATF'S  OUTPUT  ENORMOUSLY. 

BEFORE  GETTING  TO  THOSE,  I  WOULD  LIKE  TO  DRAW  THE  SUBCOMMITTEE'S 
ATTENTION  TO  THREE  RIDERS  THAT  WERE  IN  LAST  YEAR'S  APPROPRIATIONS  BILL. 
THE  FIRST  PROHIBITED  BATF  FROM  "CONSOLIDATING  OR  CENTRALIZING  .  .  .  THE 
RECORDS  OF  RECEIPTS  AND  DISPOSITIONS  OF  FIREARMS  MAINTAINED  BY  FEDERAL 
FIREARMS  LICENSEES."  THE  EFFECT  OF  THIS  RIDER  IS  TO  KEEP  BATF  IN  A 
RECORD-KEEPING  STONE  AGE.    RATHER  THAN  HAVE  RECORDS  OF  GUN  SALES 
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AVAILABLE  IMMEDIATELY  ON  COMPUTER,  THESE  RECORDS  ARE  KEPT  ON  THE 
PREMISES  OF  HUNDREDS  OF  THOUSANDS  OF  INDIVIDUAL  GUN  DEALERS  ALL  OVER  THE 
COUNTRY.  AND  THE  RECORDS  THAT  BATF  DOES  ACQUIRE  ARE  MOSTLY  KEPT  ON 
SHEETS  OF  PAPER  IN  BOXES  IN  A  HUGE  WAREHOUSE.  THE  ONLY  POINT  OF  THIS 
RIDER  IS  TO  HAMSTRING  LAW  ENFORCEMENT.  I  URGE  YOU  TO  OMIT  IT  FROM  THIS 
YEAR'S  BILL. 

I  ALSO  URGE  RECONSIDERATION  OF  ANOTHER  PROHIBITORY  RIDER,  THIS  ONE 
FORBIDDING  "EXPLOSIVE  IDENTIFICATION  OR  DETECTION  TAGGING  RESEARCH, 
DEVELOPMENT  OR  IMPLEMENTATION."  WHAT  THEY  ARE  TALKING  ABOUT  HERE  ARE 
TAGGANTS — MICROSCOPIC  BITS  OF  PLASTIC  THAT  ARE  PUT  IN  EXPLOSIVES  AND 
THAT  ARE  COLOR-CODED  SO  INVESTIGATORS  AFTER  A  BOMBING  CAN  IDENTIFY  THE 
SOURCE  OF  THE  EXPLOSIVES.  BATF  RAN  A  PILOT  PROGRAM  ON  THIS  IN  THE  LATE 
1970s,  AND  ACTUALLY  WAS  ABLE  TO  TRACK  DOWN  AND  CONVICT  A  MAN  WHO  USED  A 
BATCH  OF  TAGGED  EXPLOSIVES  TO  MURDER  SOMEONE  WITH  A  CAR  BOMB.  BELIEVE 
IT  OR  NOT,  THE  RESPONSE  OF  THE  GUN  LOBBY  TO  THIS  SUCCESSFUL  PROGRAM  WAS 
TO  KILL  THE  IDEA  ONCE  AND  FOR  ALL  WITH  AN  APPROPRIATIONS  RIDER.  I  URGE 
ELIMINATION  OF  THIS  PROHIBITION. 

FINALLY,  A  RIDER  I  WOULD  LIKE  TO  ENDORSE.  THIS  ONE  PROHIBITS  BATF 
FROM  "INVESTIGAT[ING]  OR  ACT[ING]  UPON  APPLICATIONS  FOR  RELIEF  FROM 
FEDERAL  FIREARMS  DISABILITIES  UNDER  18  U.S.C.  925(c).  THIS  REFERS  TO  A 
PROVISION  IN  FEDERAL  LAW  THAT  ALLOWS  CONVICTED  FELONS  TO  APPLY  TO  BATF 
FOR  PERMISSION  TO  ACQUIRE  FIREARMS — ORDINARILY,  FELONS  ARE  FORBIDDEN 
FROM  OWNING  GUNS.  IN  1992,  THE  YEAR  BEFORE  THE  RIDER  WENT  INTO  EFFECT, 
BATF  SPENT  MORE  THAN  $4  MILLION  REVIEWING  THESE  APPLICATIONS.  THAT  IS 
A  RIDICULOUS  WASTE  OF  MONEY  IN  AN  ENVIRONMENT  WHERE  BATF  NEEDS  EVERY 
AVAILABLE  DOLLAR  TO  FIGHT  ILLEGAL  GUN  RUNNING.   THE  RIDER  SHOULD  BE  KEPT 
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IN  THIS  YEAR'S  BILL. 

TAKING  SOME  OF  THE  UNNECESSARY  SHACKLES  OFF  OF  BATE  IS  A  FIRST 
NECESSARY  STEP  TOWARD  ENABLING  THE  AGENCY  TO  FULFILL  ITS  MISSION 
COMPLETELY.  BUT  OF  COURSE  IT  ALSO  NEEDS  ADEQUATE  RESOURCES.  IN  THREE 
PARTICULAR  AREAS,  A  SMALL  AMOUNT  OF  ADDITIONAL  APPROPRIATION  COULD  MAKE 
A  VERY  BIG  DIFFERENCE  IN  BATE  OUTPUT. 

NATIONAL  TRACING  CENTER — $1  MILLION.  BATE  IS  RESPONSIBLE  FOR 
ASSISTING  STATE  AND  LOCAL  LAW  ENFORCEMENT  BY  "TRACING"  FIREARMS  USED  IN 
CRIMES — IDENTIFYING  THE  PLACE  OF  RETAIL  PURCHASE  OF  THE  FIREARM  AND  THE 
FIRST  RETAIL  PURCHASER.  THE  CENTER  ITSELF  DOES  AN  ASTONISHING  AMOUNT  OF 
WORK  ON  AN  ABSOLUTELY  SHOESTRING  BUDGET.  THE  CENTER  HAS  FINALLY  BEGUN 
TO  PUT  ITS  HUGE  WAREHOUSE  OF  RECORDS  ON  MICROFILM,  WHICH  SPEEDS  UP  THE 
TRACING  PROCESS,  BUT  AS  I  MENTIONED  BEFORE,  MOST  OF  THE  RECORDS  ARE 
STILL  PAPER  DOCUMENTS  STUFFED  INTO  CARTONS.  AND  EVEN  THE  RECORDS  PUT  ON 
MICROFILM  ARE  NOT  INDEXED,  SO  THAT  IT  CAN  FIND  AT  MOST  EIGHT 
TRANSACTIONS  IN  A  DAY.  IF  THE  DOCUMENTS  WERE  PUT  ON  MICROFILM  AND 
INDEXED,  THE  SAME  EMPLOYEE  COULD  FIND  800  TRANSACTIONS.  THE  TIME  IT 
TAKES  TO  TRACE  A  CRIME  GUN  COULD  BE  REDUCED  FROM  20-30  DAYS,  WHICH  IT  IS 
NOW,  TO  LESS  THAN  A  DAY — WITH  INCALCULABLE  BENEFITS  TO  LAW  ENFORCEMENT. 
AND  THIS  COULD  ALL  BE  DONE  FOR  ABOUT  ONE  MILLION  DOLLARS. 

GUN  TRAFFICKING  TASK  FORCES — $5  MILLION.  MY  SECOND  PROPOSAL  IS  TO 
PROVIDE  A  SEPARATE  LINE  ITEM  OF  $5  MILLION  TO  EXPAND  BATF'S  REGIONAL  GUN 
TRAFFICKING  TASK  FORCES.  BATE  HAS  ESTABLISHED  THREE  OF  THESE  UNITS, 
WHICH  JOIN  BATE  AGENTS  WITH  STATE  AND  LOCAL  LAW  ENFORCEMENT  TO  FIGHT 
INTERSTATE  GUN  RUNNING.   THEY  HAVE  BEEN  EXTREMELY  SUCCESSFUL,  AND  THEY 


13 


HAVE  GENERATED  MANY  MORE  LEADS  THAN  THEY  CAN  FOLLOW  UP.   EVERY  NEW  AGENT 
HIRED  HERE  MEANS  FEWER  ILLEGAL  GUNS  ON  THE  STREET. 

DEALER  INSPECTIONS — $4  MILLION.  WE  HAVE  A  MAJOR  PROBLEM  ON  OUR 
HANDS  WITH  THE  EXPLOSIVE  INCREASE  IN  THE  NUMBER  OF  FEDERALLY  LICENSED 
FIREARMS  DEALERS.  THERE  ARE  NOW  MORE  THAN  280,000  DEALERS  GUN  OUT 
THERE — MORE  THAN  THERE  ARE  FILLING  STATIONS — AND  THEY  OPERATE  WITH 
VIRTUALLY  NO  SUPERVISION  FROM  THE  BATF.  IN  THE  LAST  10  YEARS,  THE 
NUMBER  OF  LICENSEES  HAS  INCREASED  BY  55%,  WHILE  THE  NUMBER  OF  BATF 
DEALER  INSPECTIONS  ACTUALLY  WENT  DOWN  BY  13%.  ONLY  8%  OF  LICENSE 
APPLICANTS  ARE  PERSONALLY  INSPECTED  BY  BATF  AGENTS;  92%  GET  THEIR 
LICENSE  SIMPLY  ON  THE  BASIS  OF  UNVERIFIED  REPRESENTATIONS  MADE  TO  BATF. 
I  PLAN  TO  ADDRESS  THE  DEALER  PROBLEM  WITH  COMPREHENSIVE  LEGISLATION,  BUT 
ONE  INDISPENSABLE  COMPONENT  WILL  BE  TO  STEP  UP  THE  BATF  ENFORCEMENT 
EFFORT.  I  RECOMMEND  A  $4  MILLION  INCREASE  IN  THE  DEALER  COMPLIANCE 
BUDGET. 

I  DO  NOT,  HOWEVER,  BELIEVE  THAT  THE  BURDEN  OF  FUNDING  THIS  EFFORT 
SHOULD  BE  PLACED  UPON  THE  TAXPAYERS.  INSTEAD,  I  PROPOSE  INCREASING  THE 
ANNUAL  FEE  PAID  BY  LICENSE  HOLDERS.  THIS  FEE,  WHICH  IS  NOW  AN  ABSURDLY 
LOW  $10  A  YEAR,  COVERS  ONLY  A  TINY  FRACTION  OF  THE  ACTUAL  COST  OF 
PROVIDING  THE  LICENSES.  I  WILL  BE  PROPOSING  AUTHORIZING  LEGISLATION  TO 
INCREASE  THIS  FEE,  BUT  I  THINK  IT  WOULD  ALSO  MAKE  SENSE  TO  CONSIDER  A 
FEE  INCREASE  AS  A  MEANS  TO  OFFSET  PART  OF  THE  BATF  ENFORCEMENT  BUDGET. 

ME.  CHAIRMAN  AND  MEMBERS  OF  THE  SUBCOMMITTEE,  THANK  YOU  AGAIN  FOR 
THE  OPPORTUNITY  TO  TESTIFY. 


14 


Thursday,  March  25,  1993. 
UNIVERSITY  OF  MARYLAND  AT  COLLEGE  PARK 

WITNESS 
FRANK  G.  BURKE 

INTRODUCTION 

Mr.  HoYER.  Dr.  Burke,  my  good  friend. 
Dr.  Burke.  Thank  you,  Mr.  Hoyer. 
Mr.  Hoyer.  Thank  you.  Welcome. 

Statement  of  Frank  Burke 

Dr.  Burke.  Thank  you.  Mr.  Chairman,  I  am  Frank  Burke,  Profes- 
sor of  Archival  Studies  at  the  University  of  Maryland  and  I  am 
here  representing  the  President  of  the  Society  of  American  Archi- 
vists, the  Association  for  Documentary  Editing  and  the  National 
Association  of  Government  Archives  and  Records  Administrators, 
three  of  the  17  national  and  regional  organizations  that  recently 
have  passed  formal  resolutions  urging  congressional  support  for 
the  National  Historical  Publications  and  Records  Commission, 
NHPRC,  which  is  included  in  the  appropriation  for  the  National 
Archives. 

I  also  appear  before  you  as  a  former  president  of  both  the  Society 
of  American  Archivists  and  the  Association  for  Documentary  Edit- 
ing. And  other  organizations  that  have  passed  resolutions  in  sup- 
port of  the  NHPRC  include  a  wide  range  of  groups,  the  Veterans  of 
Foreign  Wars,  the  National  Association  of  Counties,  the  National 
Association  of  Secretaries  of  State,  the  American  Historical  Asso- 
ciation, the  Association  of  Records  Managers  and  Administrators, 
and  the  American  Family  Records  Association. 

The  support  of  such  a  wide  range  of  organizations  shows  clearly 
that  the  NHPRC  serves  not  just  some  special  interest,  but  a  broad 
public  need.  I  request  permission  to  submit  for  the  record  a  list  of 
all  of  the  organizations 

Mr.  Hoyer.  Without  objection. 

[Clerk's  note. — This  was  not  provided  for  insertion.] 

Dr.  Burke  [continuing].  That  are  urging  congressional  support, 
and  also  the  president  of  the  Association  of  Government  Archivists 
and  Records  and  I  ask  that  I  submit  for  the  record  that  organiza- 
tion's recent  statement  on  the  future  directions  and  policies  for  the 
National  Archives.  I  request  permission  to  submit  that  also. 

Mr.  Hoyer.  Without  objection. 

[Clerk's  note. — This  was  not  provided  for  insertion.] 

Dr.  Burke.  I  wish  to  devote  my  own  brief  testimony  to  demon- 
strating that  there  is  really  no  disparity,  in  fact,  there  is  support 
between  the  support  for  the  NHPRC's  program  and  support  for 
President  Clinton's  comprehensive  economic  plan.  Indeed,  the  facts 
are  that  the  NHPRC  already  operates  in  a  way  that  the  President's 
plan  prescribes  that  government  agencies  should,  and  the  NHPRC 
makes  significant  investments  in  the  Nation's  information  infra- 
structure and  basic  education  and  in  public /private  partnerships,  a 
rather  large  order  for  a  small  agency,  but  let  me  explain. 
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The  NHPRC  makes  grants  in  every  State  and  region  to  save  val- 
uable records  and  make  them  accessible.  NHPRC  grants  help  local 
governments  create  management  programs.  NHPRC  grants  help 
State  archives  develop  strategic  plans  for  records  preservation  and 
transmission,  and  NHPRC  grants  help  solve  some  electronic 
records  problems. 

I  don't  wish  to  do  a  Ross  Perot  here,  but  here  is  graphic  evidence 
of  what  the  results  of  the  commission's  work  are  in  photographic 
form. 

The  NHPRC  help  solve  electronic  records  programs,  as  I  said, 
and  the  grants  help  publish  the  papers  of,  among  mothers,  Thomas 
Jefferson,  Thomas  Edison,  Jane  Addams,  and  Martin  Luther  King, 
Jr.  and  others. 

Included  are  projects  at  the  University  of  Maryland  at  College 
Park  to  publish  the  papers  of  Samuel  Gompers,  here  is  a  sample  of 
that,  and  papers  documenting  the  emancipation  of  the  slaves,  the 
Freedom  of  History  project.  The  Freedom  project  at  the  University 
of  Maryland  is  turning  up  material  never  before  available  to  histo- 
rians, including  letters,  diaries,  excerpts  and  other  material  that 
actors  are  now  reading  in  performances,  in  schools,  hospitals, 
public  programs  and  other  places. 

I  would  like  to  submit  these  for  the  Committee's  library. 

Mr.  HoYER.  Thank  you. 

Dr.  Burke.  Without  this  work,  historians  cannot  accurately  write 
history  and  teachers  cannot  teach  it.  And  without  this  work,  the 
Nation's  information  infrastructure  will  be  full  of  holes,  because 
many  important  records  will  be  lost  and  others  will  not  be  pub- 
lished or  processed  for  transmission  to  businesses,  lawyers,  judges, 
legislators,  such  as  yourself,  journalists,  media  producers,  govern- 
ment administrators  and  all  the  other  users  of  documentary  evi- 
dence. 

Thus  in  line  with  President  Clinton's  plan,  NHPRC  grants  invest 
in  basic  education,  in  information  technology,  and  in  access  to  in- 
formation of  value  to  a  broad  public  that  requires  documentary 
materials  for  fiscal  and  legal  purposes. 

The  commission  is  also  a  model  of  how  the  President's  Federal 
agencies — how  the  President  says  the  Federal  agency  should  oper- 
ate. The  commission  puts  funds  into  the  work  of  people  in  the  field 
and  not  into  a  Washington  bureaucracy.  The  NHPRC  is  already 
implementing  recommendations  from  a  study  of  how  it  can  be 
more  user-friendly  and  efficient  in  its  operations  and  none  of  the 
funds  in  its  budget  goes  towards  operating  expenses. 

So  when  you  put  funds  into  the  grants  budget,  that  is  just  for 
grants.  We  ask  then  that  you  provide  at  least  $8  million  for  the 
NHPRC  in  fiscal  year  1994,  which  is  no  more  than  the  NHPRC 
would  be  receiving  if  its  appropriations  had  merely  kept  up  with 
inflation.  The  NHPRC  was  cut  for  fiscal  year  1993  back  to  $5  mil- 
lion, and  already  has  taken  more  than  its  share  of  cuts. 

Annually,  the  Commission's  appropriation  has  failed  for  more 
than  a  decade  to  keep  pace  even  with  the  rate  of  inflation.  The  or- 
ganizations I  represent  urge  you  to  rectify  this  situation,  so  we 
would  appreciate  your  help  for  the  NHPRC  to  implement  its  strate- 
gic plans  and  to  make  the  kinds  of  investments  in  education  and 
information  access  for  which  President  Clinton  is  calling. 
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Mr.  HoYER.  Thank  you  very  much  for  your  testimony.  That  will 
prove  very  helpful  to  us  and  we  will  be  sure  that  all  the  other 
Committee  Members  have  it  available  to  them. 

[The  statement  of  Dr.  Burke  follows:] 


17 


TESTIMONY  OF  DR.  FRANK  G.  BURKE 

Before  the  House  Appropriations  Subcommittee 

On  the  Treasury,  Postal  Service,  and  General  Government 

25  March  1993 


Mr.  Chairman,  I  am  here  representing  the  presidents  of  the  Society  of  American 
Archivists,  the  Association  for  Documentary  Editing,  and  the  National  Association  of 
Government  Archives  and  Records  Administrators,  three  of  seventeen  national  and  regional 
organizations  that  recently  have  passed  formal  resolutions  urging  Congressional  support  for 
the  National  Historical  Publications  and  Records  Commission  (NHPRC).   I  also  appear 
before  you  as  a  former  president  of  both  the  Society  of  American  Archivists  and  the 
Association  for  Documentary  Editing.   Other  organizations  that  have  passed  resolutions  in 
support  of  the  NHPRC  include  the  Veterans  of  Foreign  Wars  (VFW),  the  National 
Association  of  Counties  (NACO),  the  National  Association  of  Secretaries  of  State  (NASS), 
the  American  Historical  Association  (AHA),  the  Association  of  Records  Managers  and 
Administrators  (ARMA),  and  the  American  Family  Records  Association  (AFRA).   The 
support  of  such  a  wide  range  of  organizations  shows  clearly  that  the  NHPRC  serves  not  some 
special  interest  but  a  broad  public  need.    I  request  permission  to  submit  for  the  record  a  list 
of  all  the  organizations  that  are  urging  Congressional  support  for  the  NHPRC,  with  copies  of 
their  individual  resolutions. 

I  wish  to  devote  my  own  brief  testimony  to  demonstrating  that  there  is  no  disparity 
between  support  for  the  NHPRC 's  program  and  support  for  President  Clinton's 
comprehensive  economic  plan.   Indeed,  the  facts  are  that  the  NHPRC  already  operates  in  the 
way  that  President  Clinton's  plan  prescribes  that  government  agencies  should,  and  the 
NHPRC  makes  significant  investments  in  the  nation's  information  infrastructure,  in  basic 
education,  and  in  public-private  partnerships.   Let  me  briefly  explain. 

•   The  NHPRC  makes  grants  in  every  state  and  region  to  save  valuable 
records  and  make  them  accessible.    NHPRC  grants  help  local  governments 
create  records  management  programs;  NHPRC  grants  help  state  archives 
develop  strategic  plans  for  records  preservation  and  transmission;  NHPRC 
grants  help  solve  electronic  records  problems;  and  NHPRC  grants  help  publish 
the  papers  of  (among  others)  Thomas  Jefferson,  Thomas  Edison,  Jane 
Addams,  and  Martin  Luther  King,  Jr. 

Included  are  projects  at  the  University  of  Maryland  in  College  Park  to 
publish  the  papers  of  Samuel  Gompers  and  papers  documenting  the 
emancipation  of  the  slaves.   The  "Freedom"  project  at  the  University  of 
Maryland  is  turning  up  material  never  before  available  to  historians,  including 
letters,  diary  excerpts,  and  other  material  that  actors  are  now  reading  in 
performances  in  schools,  hospitals,  and  public  programs. 
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•    Without  this  work,  historians  cannot  accurately  write  history  and 
teachers  cannot  teach  it.   And  without  this  work,  the  nation's  information 
infrastructure  will  be  full  of  holes,  because  many  important  records  will  be 
lost,  and  others  will  not  be  published  or  processed  for  transmission  to 
businesses,  lawyers,  judges,  legislators,  journalists,  media  producers, 
government  administrators,  and  all  the  other  users  of  documentary  evidence. 
Thus  in  line  with  President  Clinton's  plan,  NHPRC  grants  invest  in  basic 
education,  in  information  technology,  and  in  access  to  information  of  value  to 
a  broad  public  that  requires  documentary  materials  for  fiscal  and  legal 
purposes. 


•   The  NHPRC  is  also  a  model  of  how  President  Clinton  says  Federal 
agencies  should  operate.   The  NHPRC  puts  funds  into  the  work  of  people  in 
the  field,  not  into  a  Washington  bureaucracy.   The  NHPRC  already  is 
implementing  recommendations  from  a  study  of  how  it  can  be  more  "user- 
fnendly"  and  efficient  in  its  operations.   The  NHPRC  already  severely 
restricts  indirect-cost  allowances  in  grants.    And  the  NHPRC  already  leverages 
its  ftinds  through  private-public  partnerships  in  supporting  projects.    On  the 
average,  non-Federal  contributors  provide  more  than  half  of  the  costs  of 
projects  to  which  the  NHPRC  makes  grants.   Often  the  offer  of  NHPRC 
grants  helps  persuade  other  donors  to  contribute.   Most  important  of  all,  the 
NHPRC  already  has  a  strategic  plan  for  future  achievements,  with  specific, 
measurable  objectives  ranked  by  priority. 

We  ask  you  to  provide  at  least  $8  million  for  the  NHPRC  in  fiscal  year  1994,  which 
is  no  more  than  the  NHPRC  would  be  receiving  if  its  appropriations  had  merely  kept  up  with 
inflation.   The  NHPRC  was  cut  for  fiscal  year  1993  back  to  $5  million;  it  already  has  taken 
more  than  its  share  of  cuts.   Annually  the  NHPRC  appropriation  has  failed  for  more  than  a 
decade  to  keep  pace  even  with  the  rate  of  inflation.   Please  rectify  this  situation.   Please  help 
the  NHPRC  implement  its  strategic  plan  and  make  the  kinds  of  investments  in  education  and 
in  information  access  for  which  President  Clinton  is  calling. 

Thank  you  very  much. 
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Thursday,  March  25,  1993. 

WITNESS 

HON.  ROBERT  T.  MATSUI,  A  REPRESENTATIVE  IN  CONGRESS  FROM  THE 
STATE  OF  CALIFORNIA 

INTRODUCTION 

Mr.  HoYER.  At  this  time  I  would  like  to  recognize  Mr.  Istook,  we 
are  not  going  to  be  asking  questions,  unless  you  have  a  critical 
question,  because  we  have  a  lot  of  witnesses  and  not  much  time.  I 
told  them  before  you  got  here  that  I  was  not  going  to  ask  questions. 
But  that  did  not  mean  we  were  not  interested,  if  we  want  to  ampli- 
fy the  issues,  we  will  get  back  to  them. 

At  this  time  I  would  like  to  call  a  distinguished  Member  of  the 
Congress,  Mr.  Matsui,  a  Member  of  the  Ways  and  Means  Commit- 
tee. Welcome. 

Statement  of  Congressman  Matsui 

Mr.  Matsui.  Thank  you  very  much,  Mr.  Chairman.  I  will  be 
very,  very  brief  given  the  fact  that  you  have  a  number  of  witnesses 
today.  We  have  a  courthouse  in  Sacramento  County  that  was  built, 
I  believe,  in  1969  when  President  Nixon  was  in  office.  In  fact,  his 
daughter,  Julie,  actually  broke  ground  on  that  courthouse  and  it 
has  become  obsolete. 

It  doesn't  have  the  current  Federal  standards  in  terms  of  securi- 
ty, in  terms  of  the  eight  courthouses  or  court  rooms  that  exist  at 
that  court  house  at  this  time,  and  the  GSA  and  also  the  0MB  have 
signed  off  on  a  new  court  house,  approximately,  I  believe,  380,000 
square  feet.  The  City  of  Sacramento  has  been  negotiating  with  the 
GSA  and  they  are  now  prepared  to  give  an  $18  million  piece  of 
property  for  $2.5  million,  but  the  GSA  and  OMB  have  negotiated 
and  this  is  going  to  be — or  in  the  current  fiscal  year  for  1994. 

The  reason  I  am  coming  before  you,  however,  is  at  this  time 
there  is  about  $8  million  that  is  currently  being  used  for  the  re- 
modeling and  rehabilitation  of  the  current  existing  courthouse  that 
was  built  in  1969  and  what  we  would  like  to  do,  and  the  Federal 
judges  in  the  circuit  have  signed  off  on  this,  is  move  that  $8  million 
to  preliminary  design  work  for  the  new  courthouse  so  we  get  about 
a  year  jump  on  this  matter  in  terms  of  actual  construction. 

The  reason  for  it  is  the  city  wants  to  move  on  this  project  as  soon 
as  possible  and  we  frankly  would  like  to  move  that  money  and  save 
that  $8  million,  because  otherwise  it  would  go  to  the  courthouse  we 
intend  to  abandon  probably  sometime  in  the  mid  1990s,  we  hope. 

Mr.  HoYER.  Thank  you.  I  very  much  appreciate  the  gentleman's 
testimony.  I  want  to  say,  as  a  result  of  the  gentleman's  previous 
discussion  with  me,  we  have  approved  that  reprogramming.  Obvi- 
ously we  think  it  makes  a  lot  of  sense  not  to  put  $8  million  in  an 
old  courthouse  we  are  not  going  to  use,  but  to  reprogram  that 
money  to  a  courthouse  you  are  building  and  to  a  new  courthouse 
that  you  are  going  to  be  using.  I  think  this  is  an  instance  where 
you  have  identified  where  we  can  save  a  very  substantial  amount 
of  money  and  accelerate  a  project  which  will,  in  the  long-term,  save 
money  as  well. 
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So  I  thought  you  might  want  a  copy  of  this  letter  in  which  the 
Committee  provided  approval  of  the  reprogramming.  You  very  ef- 
fectively argued  the  case  and  I  think  you  are  absolutely  right. 

Mr.  Matsui.  Thank  you,  Mr.  Chairman. 

Mr.  HoYER.  Thank  you. 


Thursday,  March  25,  1993. 
THE  NATIONAL  TREASURY  EMPLOYEES  UNION 

WITNESS 
ROBERT  M.  TOBIAS 

INTRODUCTION 

Mr.  HoYER.  Mr.  Tobias,  of  the  National  Treasury  Employees 
Union.  Mr.  Tobias  is  one  of  the  most  effective  employee  representa- 
tives that  we  have.  We  welcome  you  to  the  Committee. 

Statement  of  Mr.  Tobias 

Mr.  Tobias.  Thank  you,  Mr.  Chairman.  I  really  appreciate  being 
here  and  I  want  to  thank  you  for  all  of  the  work  that  you  have 
done  so  far,  particularly  in  budget  resolution.  It  put  our  foot  on  the 
ladder  in  solving  some  very  serious  problems  and  we  really  appre- 
ciate it. 

As  you  know,  the  President  has  called  on  government  agencies  to 
reinvent  themselves  and  the  Vice  President  has  called  on  employ- 
ees to  help  the  administration  ferret  out  fraud,  waste  and  abuse. 
The  call  is  for  new  energy  and  new  commitment  from  Federal  em- 
ployees in  jobs  in  the  public.  But  the  message  we  hear  is  mixed. 

We  also  hear  pay  increases  in  1994  and  pay  reductions  in  the 
future  without  sufficient  thought  concerning  the  impact  on  individ- 
ual Federal  employees  and  of  sacrifices.  We  hear  100,000  across- 
the-board  cut  in  employees  with  inadequate  thought  concerning  in- 
dividual agency  needs  or  program  importance,  and  we  hear  across- 
the-board  administrative  cuts  with  inadequate  thought  about  which 
agency  is  fat  and  which  is  lean. 

The  inadequate  thought  cannot  be  expected  to  stimulate  the  be- 
havior the  President  needs  from  the  Federal  work  force  to  be  suc- 
cessful. As  I  said,  Mr.  Chairman,  we  really  appreciate  your  efforts 
to  draw  attention  to  the  fact  that  creating  an  atmosphere  for 
change  by  paying  competitive  salaries  is  an  investment  in  the 
future  and  a  precondition  for  reinventing  government. 

In  terms  of  setting  specific  budget  policy,  Mr.  Chairman,  we  ask 
that,  one,  you  consider  the  IRS  and  Customs  agencies  as  revenue- 
producing  agencies.  They  are  the  folks  who  collect  the  income  that 
drives  the  government.  Two,  that  the  work  load  of  IRS  and  Cus- 
toms is  uncontrollable.  There  are  more  t£ix  returns,  more  people 
and  goods  crossing  the  border,  and  three,  reductions  in  front-line 
folks  guarantee  a  loss  in  revenue.  The  question  is  only  how  much, 
not  whether. 

With  respect  to  the  IRS,  it  has  been  planning  for  and  is  now 
about  to  embark  on  a  massive  effort  to  change  the  way  it  does  busi- 
ness. It  has  restated  its  objectives  to  include  increasing  voluntary 
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compliance,  decreasing  taxpayer  burden  and  improving  quality- 
driven  productivity  and  customer  satisfaction. 

It  is  attempting  to  leverage  the  massive  expenditure  on  new  com- 
puter technology  to  achieve  the  objectives.  With  this  in  mind,  Mr. 
Chairman,  we  ask,  one,  that  IRS  be  steadily  supported  so  this  tran- 
sition can  take  place.  If  we  experience  cutbacks  in  one  year  and  in- 
creases in  another  year,  we  won't  be  able  to  effectively  have  the 
transition,  if  we  allow  the  steady  increases  which  will  allow  us  to 
do  our  work,  receive  the  training  we  need  and  incorporate  the  new 
technology  and  new  ways  of  doing  business  into  the  workplace. 

Two,  the  underfunded  labor  costs  we  urge  be  addressed.  Some 
$200  million  in  labor  costs  are  unfunded  due  to  IRS  employees 
choosing  more  expensive  health  care,  more  participation  in  FERS 
and  other  issues.  The  IRS  did  not  fill  authorized  positions  last  year 
in  order  to  cover  the  costs.  We  ask  that  Congress  address  the  prob- 
lem this  year. 

Three,  finally  we  ask  that  this  committee  pay  special  attention 
to  the  IRS  redeployment  problems.  Perhaps  20,000  IRS  employees' 
jobs  will  be  changed  in  the  next  five  years,  2,000  are  scheduled  for 
this  year.  In  order  to  remain  as  productive  employees,  they  need 
training,  they  need  retraining,  and  they  need  job  placement. 

Those  affected  employees  work  in  workplaces  that  are  80  percent 
female  and  60  percent  of  the  80  percent  are  sole  support,  and  about 
35  percent  are  people  of  color.  Without  focus,  the  IRS  will  certainly 
look  less  like  America  than  it  does  today. 

The  Customs  Service  also  has  revenue  needs.  The  Customs  in- 
spection work  force  of  8,000,  the  size  of  a  large  city  police  force,  is 
spread  among  300  ports  of  entry  and  is  responsible  for  processing 
10  million  trade  entries  while  enforcing  tariffs,  quotas,  intellectual 
property  rights  and  collecting  $20  billion  in  revenue. 

There  are  significant  management  problems  in  the  Customs 
Service  identified  by  GAO  and  various  internal  studies  and  we  cer- 
tainly hope  that  Commissioner  designate  George  Wise  will  have  a 
significant  positive  influence  on  these  problems.  In  the  meantime, 
however,  the  President  calls  for  reform  of  the  Customs  overtime 
laws  by  cutting  $18  million  from  the  Customs  inspectors'  pay.  This 
would  be  another  $2,500  per  person  annual  cut  in  pay  on  top  of  all 
of  the  other  cuts  contemplated  for  Federal  employees. 

There  are  currently  two  bills,  one  sponsored  by  Congressman 
Rangel,  H.R.  477  and  one  by  Congressman  Pickle,  H.R.  122  and  an- 
other in  the  Senate  by  Senator  DeConcini,  S.  317  which  mirrors  the 
bill  introduced  by  Congressman  Rangel  which  does  in  fact  reform 
the  overtime  law  and  we  support  that  reform,  but  it  does  also  call  for 
cuts  in  pay.  We  urge  that  the  $18  million  be  restored. 

And  I  thank  you  very  much,  Mr.  Chairman. 

Mr.  HoYER.  Again,  Mr.  Tobias,  thank  you  for  all  the  work  you 
are  doing.  I  have  been  one  who  believes  very  strongly  that  the 
people  that  we  have,  we  need  to  pay  well,  at  least  comparable  with 
the  private  sector,  and  that  is  why  I  think  the  locality  pay  moving 
ahead  is  so  very  important. 

There  are  other  cutbacks  that  I  would  prefer  we  didn't  do  but  at 
least  are  sustainable  if  they  are  short  term  and  not  sustained  over 
the  long  term  and  we  will  be  working  toward  that  end. 

Mr.  Tobias.  Thank  you  very  much,  Mr.  Chairman. 
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Mr.  HoYER.  Thank  you. 

[The  statement  of  Mr.  Tobias  follows:] 
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Mr.  Chairman  and  Members  of  the  Subcommittee: 

I  am  Robert  M.  Tobias,  National  President  of  the  National 
Treasury  Employees  Union.   NTEU  is  the  exclusive  representative 
of  more  than  150,000  Federal  workers,  including  virtually  all 
employees  of  the  Internal  Revenue  Service  and   the  U.S.  Customs 
Service . 

I  am  pleased  to  appear  today  to  present  NTEU's  views  on  the 
budgets  for  IRS  and  Customs  for  FY  1994.   The  President's 
detailed  budget  request  will  not  be  made  public  for  another  week, 
so  our  testimony  will  be  based  on  information  available  at  this 
time. 

I  want  to  thank  you,  Mr.  Chairman,  for  your  personal  efforts 
to  draw  attention  to  the  serious  consequences  of  the  President's 
pay  and  budget  proposals  for  Federal  workers  and  their  agencies. 
We  are  mortgaging  the  future  of  the  Federal  service  because 
government  is  not  pay-competitive  in  the  labor  market.   What 
business,  preparing  to  make  a  $24  billion  investment  in 
automation,  would  fail  to  pay  competitive  salaries  for  the  skills 
it  needs  to  make  that  investment  productive?  This  is  what  is 
happening  with  Tax  Systems  Modernization  and  Customs 
Modernization.   NTEU  is  striving  to  persuade  the  Clinton 
administration  that  implementing  the  Federal  Employees  Pay 
Comparability  Act  is  both  an  investment  in  the  future  and  a 
precondition  for  reinventing  government.   If  v/e  want  to  create 
lean,  smart,  and  efficient  agencies  delivering  quality  service  to 
the  customer,  we  must  achieve  pay  that  is  competitive  with  the 
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private  sector. 

The  President  proposes  to  freeze  Federal  pay  for  one  year 
and  delay  until  1995  the  new  locality  pay  adjustments  set  to 
begin  in  1994.   Due  to  provisions  in  FEPCA  that  NTEU  fought  hard 
for.  Congress  must  vote  to  freeze,  delay,  or  otherwise  alter 
the  cost  of  living  adjuctment  or  locality  pay  set  to  take  effect 
in  1994.   In  its  report  on  the  Budget  Resolution  for  FY  1994,  the 
House  Budget  Committee  said: 

"The  Committee  is  concerned  regarding  the  postponing  of 
the  implementation  of  locality  pay  for  federal  workers, 
who  have  long  awaited  this  bipartisan  solution.   The 
Committee  and  Administration  agree  to  work  with  the 
appropriate  authorizing  and  appropriations  committees 
to  find  acceptable  alternative  methods  for  achieving 
the  budget  savings  so  that  locality  pay  shall  be 
implemented  in  fiscal  year  1994." 
This  Subcommittee  will  have  a  voice  in  the  Federal  pay 
debate,  and  I  know  we  may  rely  on  your  leadership,  Mr.  Chairman. 
We  must  not  miss  the  present  opportunity  to  fully  implement  the 
Federal  Employees  Pay  Compareibility  Act,  which  is  essential  to 
effective  government. 
Reinventing  Government 

For  NTEU,  reinventing  government  is  not  a  new  concept,  but 
something  we  have  pioneered  and  practiced.   IRS  is  being 
transformed  into  an  institution  working  to  earn  and  keep  its 
customers'  trust,  and  IRS  employees  have  been  active  participants 
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in  the  process.   Long  ago,  we  decided  it  would  take  years  to 
achieve  through  traditional  collective  bargaining  the  goals  we 
sought  to  bring  about  a  better  quality  of  life  for  our  members. 
So  we  joined  with  IRS  in  launching  the  joint  quality  improvement 
process,  and  persuaded  management  to  take  employees'  ideas 
seriously.   We  urged  IRS  to  stress  voluntary  compliance  and  to 
set  the  goal  of  achieving  a  90  percent  compliance  level.   We 
urged  a  focus  on  the  customer,  with  the  aim  of  delivering 
one-stop  service  like  any  reputable  financial  institution.   We 
urged  establishment  of  an  incomparable  school  of  tax  law  and 
employee  development  within  IRS.   We  urged  preparation  of  an 
employee  retention  plan  to  reduce  attrition.   We  brought  these 
ideas  to  the  Treasury  Appropriations  Subcommittee,  and  enlisted 
your  support.   These  proposals  were  adopted,  culminating  in  the 
recent  joint  agreement  to  make  IRS  a  total  quality  organization 
and  further  empowering  employees  in  organizational 
decision-making.   We  are  hopeful  that  Customs  management  will  see 
the  value  of  working  with  NTEU  in  a  similar  manner. 
Setting  Budget  Policy 

Both  IRS  and  Customs  are  revenue-producing  agencies 
essential  to  any  deficit  reduction  strategy.   Both  face 
essentially  uncontrollable  workloads:   IRS  must  deal  with  a 
growing  taxpayer  population,  as  total  returns  climb  from  208 
million  in  1990  to  230  million  in  1995;  Customs  confronts 
double-digit  increases  in  merchandise  shipments  and  passenger 
arrivals.   Both  agencies  are  undergoing  rapid  modernization,  and 
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both  have  been  assigned  critical  tasks  by  the  Clinton 
administration . 

President  Clinton's  economic  program  embodies  many 
significant  tax  law  changes,  including  a  broad  energy  tax, 
expansion  of  the  earned  income  tax  credit,  investment  tax 
credits,  and  tax  preferences  for  investments  in  small  business 
emd  enterprise  zones.   Health  care  reform  will  likely  entail 
significant  revisions  to  personal  and  business  credits  for  health 
insurance,  and  there  has  been  talk  of  a  national  sales  or 
consumption  tax.   These  tasks  will  impose  significant  new  burdens 
on  IRS,  especially  in  tax  law  compliance  and  taxpayer  services. 

In  FY  1994,  IRS  will  need  to  deploy  significant  compliance 
resources  to  collect  the  energy  tax,  and  there  is  already  a  need 
for  greater  outreach  to  those  eligible  for  the  earned  income  tax 
credit.   These  demands  can  and  should  be  anticipated.   We  intend 
to  carefully  scrutinize  the  Administration's  budget  request  to 
see  whether  these  requirements  are  funded,  and  we  urge  the 
Subcommittee  to  do  likewise. 

As  the  Clinton  Administration  moves  to  toughen  the  nation's 
trade  policies,  the  Customs  Service  will  face  new  challenges. 
Anti-dumping  and  countervailing  duty  laws  are  principal  trade 
remedies  utilized  by  business,  but  they  are  being  weakly  enforced 
by  Customs,  according  to  GAO.   The  Administration  is  encouraging 
greater  use  of  Section  201  as  a  trade  remedy  in  the  event  of  a 
significant  surge  in  imports,  and  we  may  expect  retaliatory 
duties  will  increasingly  be  imposed  on  goods  from  countries  whose 
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markets  remain  closed  to  U.S.  exports. 

GAO  is  studying  the  new  demands  on  Customs  stemming  from 
ratification  of  the  North  American  Free  Trade  Agreement.   Already 
trade  with  Mexico  is  skyrocketing,  and  there  are  frequent  cargo 
bottlenecks  at  the  border.  Customs  will  need  resources  to  enforce 
the  NAFTA  rule  of  origin  (it  found  wholesale  evasion  of  the 
U.S. -Canada  rule  of  origin  by  Japanese  auto  companies). 
Enforcement  resources  are  also  required  to  deter  transshipment 
through  Canada  and  Mexico  to  obtain  lower  tariff  treatment. 
These  demands  should  be  anticipated  and  funded  in  the  budget 
request . 
Presidential  Budget  Initiatives 

The  President  has  issued  executive  orders  mandating: 

(1)  A  reduction  of  not  less  than  4  percent  of  the  full-time 
equivalent  positions  of  each  agency  to  achieve  an 
overall  reduction  through  attrition  of  100,000 
positions  by  the  end  of  FY  1995.   At  least  62.5  percent 
of  the  reduction  must  be  achieved  by  end-FY  1994. 
Exemptions  may  be  made  by  0MB  for  delivery  of  essential 
services  and  compliance  with  applicable  law. 

(2)  A  reduction  in  Federal  agency  administrative  costs  of  3 
percent  of  the  FY  1993  level  adjusted  for  inflation,  in 
FY  1994;  6  percent  of  the  same  baseline  in  FY  1995;  9 
percent  in  FY  1996;  and  14  percent  in  FY  19S7. 

While  we  understand  the  politics  of  these  initiatives,  we 
consider  them  misguided  in  principle.   Across-the-board, 
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brute-force  reductions  hit  essential  activities  (like  revenue 
collection  in  IRS  and  Customs)  and  non-essential  activities  the 
same.   Budgetary  savings  should  be  based  on  careful  study  of  each 
agency.   For  this,  we  have  GAO  and  the  President's  recently 
established  National  Performance  Reviews.   Congress  should  reject 
these  reductions  until  the  President  submits  recommendations 
based  on  NPR's.   It  is  unfortunate  that  the  House  Budget 
Committee  chose  to  build  the  President's  reduction  into  the 
budget  totals  for  each  government  function,  and  we  trust  this 
will  be  remedied  in  the  conference  on  the  Budget  Resolution  for 
FY  1994. 
House  Budget  Committee  Initiatives 

In  the  FY  1994  Budget  Resolution,  the  House  Budget  Committee 
holds  discretionary  outlays  below  the  1993  level  in  current 
dollar  terms  through  1998.   According  to  the  Committee,  this 
"puts  additional  pressure  on  Congress  and  the  Administration  to 
"re-invent"  and  streamline  government:  to  reform  or  eliminate 
programs  that  are  low  priority,  obsolete,  or  counterproductive, 
and  not  to  introduce  new  programs  faster  than  can  be  absorbed  by 
existing  and  available  resources . " 

Whatever  its  merit,  this  budget  policy  threatens  to  put 
Federal  agencies  on  a  roller-coaster  budget  cycle;  first  you  have 
cuts,  then  increases  to  offset  the  worst  effects  of  the  cuts,  and 
so  on.   This  allows  the  Budget  Committee  to  avoid  making  hard 
choices — the  kind  this  Subcommittee  must  make.   Are  fewer 
taxpayers  to  be  assisted  or  fewer  delinquent  accounts  collected? 
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Should  there  be  fewer  commercial  fraud  investigation  or  less 
narcotics  interdiction? 

We  don't  know  the  impact  of  this  proposal  yet,  because  we 
don't  know  whether  defense  cuts  will  allow  civiliem  agency 
"current  service"  budgets  to  keep  pace  with  inflation.   We  urge 
the  Treasury  Subcommittee  to  ask  the  Budget  Committee  to  clarify 
its  proposed  discretionary  outlay  freeze  as  soon  as  possible. 
For  if  the  practical  effect  of  the  House  proposal  is  to  hold 
current  service  budgets  at  FY  1993  levels  for  5  years,  then 
civilian  agencies  as  a  group  would  incur  a  reduction  in  real 
resources  on  the  order  of  7-9  percent  a  year,  which  is  a 
conservative  estimate  of  annual  cost  escalation.   We  figure 
personnel  compensation  based  on  the  employment  cost  index  (2-3%), 
promotions  and  within-grade  pay  increases  (2%),  and  locality  pay 
and  non-personnel  costs  (3-4%).   This  means  that  by  FY  1998, 
agency  budgets  would  incur  real  reductions  on  the  order  of  35-45 
percent . 

Perhaps  cuts  of  this  magnitude  may  be  warranted  in  some 
programs  and  not  in  others.   There  is  a  risk  that,  as  current 
seirvice  budgets  are  squeezed,  agencies  will  reduce  essential  as 
well  as  non-essential  functions.   This  we  know:  the  Budget 
Committee's  plan  is  not  based  on  any  assessment  of  what  functions 
government  should  be  performing,  and  we  have  no  way  to  gauge 
whether  the  plan  makes  sense.   Congress  should  exercise  caution 
before  committing  itself  to  what  could  prove  to  be  an  unrealistic 
and  un%«orkable  plan. 
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Budget  Enforcement  Rule  Impacting  IRS  and  Customs 

The  Budget  Enforcement  Act  prohibits  revenues  resulting  from 
additional  compliance  resources  from  being  scored  in  favor  of  the 
Committee  on  Finance  and  the  Committee  on  Ways  and  Means .   We 
understand  the  provision  was  felt  to  be  necessary  to  prevent 
undermining  the  pay-as-you-go  requirement  that  any  program 
changes  be  offset  by  either  increased  taxes  or  entitlement 
savings.   This  has  created  a  situation  where  Finance  and  Ways  and 
Means  rarely  authorize  or  support  additional  compliance 
resources,  even  where  it  can  be  shown  that  the  resulting  revenues 
will  exceed  the  cost  several  times  over. 

Part  of  the  problem  has  been  Congress '  lack  of  confidence  in 
the  revenue  estimates  from  compliance  produced  by  the  agencies . 
But  it  has  been  years  since  this  problem  first  surfaced  in  IRS. 
GAO,  0MB,  Treasury  and  the  two  services  have  all  worked  on 
acceptable  estimating  models.  Surely  by  now  the  Federal 
government  has  the  means  to  accurately  estimate  incremental 
compliance  revenues . 

With  additional  compliance  resources,  IRS  and  Customs  can 
contribute  significantly  to  deficit  reduction.   Congress 
recognized  this  when  it  provided  tax  law  compliance  resources  in 
the  1990  Budget  Act.   President  Clinton  included  a  2,000  FTE  tax 
compliance  initiative  in  his  economic  program.   But  provision  of 
compliance  resources  should  not  have  to  wait  for  a  budget  summit 
or  change  of  administration.   To  assure  a  steady  focus  on  tax  and 
trade  law  compliance,  the  law  should  be  changed  to  allow 

8 


32 


compliance  revenues  to  be  scored  to  Ways  and  Means  and  Finance, 
using  scoring  models  agreed  to  by  CBO  and  0MB. 
Tax  Administration  Trust  Fund 

The  Idea  of  a  tax  administration  trust  fund  was  first 
proposed  by  the  Senate  during  consideration  of  the  Tax  Reform  Act 
of  1986.   The  provision  never  became  law,  as  it  was  dropped  in 
conference.   The  idea  was  that  all  or  part  of  the  revenues  from 
tax  law  enforcement  would  be  allocated  to  a  trust  fund  from  which 
monies  would  be  permanently  appropriated  to  finance  IRS 
compliance  activities . 

Similar  ideas  have  appeared  in  recent  work  on  reinventing 
government,  and  in  the  House  Budget  Connnlttee's  report  on  the  FY 
1994  Budget  Resolution.   The  Committee  mentions  as  a  possible 
reform,  "an  incentive  program  which  encourages  all  employees, 
managers,  and  agencies  to  pursue  cost  savings  by  allowing  them  to 
retain  a  portion  of  these  savings."   Savings,  of  course,  may  be 
defined  broadly  to  Include  recovery  of  monies  owed  to  the 
government . 

We  believe  the  time  has  arrived  for  reconsideration  of  this 
idea.   IRS  and  Customs  should  be  authorized  to  draw  on  a  special 
account  containing  all  or  part  of  revenues  collected  above  a 
certain  baseline,  and  to  use  these  funds  for  compliance, 
performance,  and  productivity-enhancing  initiatives.   By  giving 
management  and  employees  a  stake  in  efficient  operations,  and 
control  over  resources  they  may  use  in  the  public  service, 
agencies  would  gain  additional  freedom  to  innovate  and  more 
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responsibility  for  results.  We  urge  the  Subcommittee  to  direct 
IRS  and  Customs  to  convene  study  groups  to  prepetre  agency 
proposals  implementing  this  concept.   These  proposals  should  then 
be  evaluated  by  Treasury,  0MB,  and  GAO. 
Internal  Revenue  Service  Budget  for  FY  1994 

For  FY  1994,  Treasury's  budget  submission  to  0MB  last  year 
requested  $7.8  billion  and  115,472  FTE.   This  was  essentially  a 
stemdpat  budget  when  compared  to  the  enacted  levels  for  FY  1992 
euid  FY  1993  as  shown  in  Table  1.   IRS  is  the  source  of  all 
teJsles,  unless  otherwise  mentioned. 

IRS'  request  to  Treasury  for  FY  1994,  totaling  $8.7  billion 
and  123,459  FTE,  and  Treasury's  action  on  the  request,  are  shown 
in  Table  2.  IRS  requested  about  6,000  more  FTE  for  tax  law 
enforcement,  1,100  more  for  processing  tax  returns  and 
assistance,  and  1,200  more  for  information  systems  than  Treasury 
allowed. 

The  President's  program  announced  last  February  contains 
three  important  initiatives  for  IRS.   First,  $148  million  is 
provided  to  accelerate  investments  in  Tax  Systems  Modernization 
this  year.   This  amount  has  been  included  by  the  House 
Appropriations  Committee  in  the  Emergency  Supplemental 
appropriations  bill  for  FY  1993,  and  we  thank  the  Subcommittee 
for  providing  these  funds.   Second,  2,000  FTE  are  authorized  for 
a  concerted  attack  on  the  tax  gap.   These  positions  will  cost 
$143  million  in  FY  1994  and  have  a  five-year  cost  of  $811 
million.   The  initiative  will  yield  $11  million  in  additional 
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revenue  in  FY  1994,  and  $1,537  billion  during  FY  1994-98, 
according  to  the  Administration.   Third,  there  will  be  an 
enforcement  initiative  targeted  at  transfer  pricing  abuses  by 
multinational  firms.   IRS'  International  Division  is  responsible 
for  this  area.  While  we  applaud  these  initiatives,  we  should  note 
that  they  are  essentially  a  redeployment  within  IRS,  because 
overall  FTE  will  be  reduced  by  the  executive  orders  discussed 
earlier. 

Table  2  mentions  the  fact  that  for  FY  1993  IRS 
underestimated  its  labor  costs  by  $220  million.   This  situation 
has  occurred  in  past  years,  and  has  attracted  the  attention  of 
0MB  and  Congress.   In  order  to  finance  this  shortfall,  IRS 
reduced  the  number  of  authorized  FTE  by  2,000.   It  is  operating 
this  year  at  a  level  2,000  FTE  below  the  enacted  level  of  115,498 
FTE.  IRS  also  moved  $135  million  into  labor  from  supporting 
categories,  including  travel,  supplies  and  services,  and 
equipment.   In  its  FY  1994  budget,  IRS  requested  0MB  to  restore 
the  funds  that  have  been  shifted  to  cover  the  current  shortfall. 

Table  3  presents  an  oveirview  of  IRS  from  1970  to  1992. 
Notice  first  that  IRS  realized  116,212  FTE  for  FY  1992,  an 
historic  high.   Total  returns,  gross  collections,  and  number  of 
taxpayers  assisted  also  reached  all-time  highs.   FY  1991  brought 
significant  staff  increases  in  collection,  returns  processing, 
and  taxpayer  service  as  a  result  of  the  bipartisan  budget 
agreement  that  year. 

Table  4  presents  a  personnel  summary  of  positions  and 
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employees  for  IRS  in  rSf  1990-1991  At  the  end  of  1991,  IRS  has 
119,213  employees.   There  were  8,377  revenue  officers  on  board, 
almost  a  thousand  more  than  a  year  eeirlier.   There  were  1,000 
more  revenue  agents  and  nearly  400  more  taxpayer  service 
representatives  than  in  1990. 

Tables  5  and  6  present  IRS  performance  indicators  at  a 
glance,  comparing  FY  1991  and  FY  1992.   In  Returns  Processing, 
the  accuracy  of  adjustments  to  taxpayers '  accounts  increased  from 
86%  to  89%,  while  timeliness  of  adjustments  remained  high.   In 
Collection,  the  number  of  dollars  collected  per  staff-year 
increased  12  percent  between  1991  and  1992,  while  the  total 
accounts  receivable  dollar  inventory  likewise  grew  12  percent  to 
$117  billion.   For  Examination,  recommended  taxes  and  penalties 
rose  nearly  20  percent,  and  the  average  yield- to-cost  ratio  stood 
at  22:1  at  the  end  of  1992.   The  Coordinated  Examination  Program 
alone  accounted  for  $16  billion  of  the  $28  billion  in  recommended 
taxes  and  penalties  for  1992.   CEP  results  were  up  45  percent 
over  1991.   Reversing  an  historic  trend,  IRS  in  1992 
significantly  reduced  the  average  time  to  complete  an 
examination. 

In  Taxpayer  Service,  the  toll-free  telephone  accuracy  rate 
for  tax  law  questions  was  90.6  percent  in  1992,  up  from  77 
percent  in  1990.   During  the  same  period,  the  level  of  service 
(percent  of  callers  assisted)  fell  from  73.6  percent  to  69.5 
percent . 

On  the  other  hand,  audit  coverage  continued  to  decline,  as 
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shovm  in  Table  7.   Between  1982  and  1992,  overall  audit  coverage 
fell  42  percent,  from  1.63  to  .95.  Coverage  of  upper-income 
taxpayers  shared  in  this  decline.   Audits  of  individuals  with 
more  than  $50,000  adjusted  gross  income  fell  69  percent, 
businesses  with  over  $100,00  gross  receipts  fell  34  percent,  and 
corporations  with  over  $100  million  fell  35  percent.   To  halt 
this  decline,  we  repeat  our  recommendation  for  2,500  additional 
staff -years  above  the  President's  budget  request  for  Examination 
in  FY  1994. 

Table  8  is  a  chart  prepared  by  GAO  showing  the  climensions  of 
the  accounts  receivable  problem  confronting  IRS.   The  total 
dollar  inventory  has  grown  rapidly  and  will  continue  to  grow 
according  to  testimony  presented  to  this  Subcommittee  by  IRS. 
Total  collections  from  delinquent  accounts  declined  between  1990 
and  1992.   Based  on  experience  with  the  FY  1983  revenue 
initiative,  we  know  that  additional  staff  to  work  delinquent 
accounts  will  yield  large  returns.   We  reiterate  our 
recoiranendation  for  2,500  additional  FTE  for  Collection  in  FY 
1994. 

At  0MB 's  direction,  IRS  is  initiating  a  pilot  project  using 
private  debt  collection  agencies  to  work  deferred  accounts . 
Two-thirds  of  the  accounts  owed  IRS  are  $500  or  less.   Deferred 
accounts  are  those  considered  too  small  to.  warrant  more  attention 
than  computer  notices .   We  regret  that  IRS  is  being  required  to 
depart  from  the  sound  policy  of  utilizing  only  civil  servants  to 
collect  delinquent  taxes  and  advancing  the  IRS  goal  of 
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encouraging  voliintary  compliance  rather  then  only  extracting 
revenue.   In  addition,  at  a  time  when  the  IRS  is  projecting  a 
redeployment  of  20,000  persons,  IRS  should  be  providing  the  work 
to  those  being  redeployed,  not  the  private  sector.   We  urge  the 
Subcommittee  to  bar  the  use  of  appropriated  funds  for  the  purpose 
of  employing  contractors  for  tax  collection. 

Because  of  the  labor  cost  shortfalls  mentioned  earlier,  0MB 
has  begun  to  look  at  "grade  creep"  as  a  possible  source  of  rising 
leibor  costs.   As  a  result,  IRS  prepared  Table  9  which  shows  the 
number  of  IRS  personnel  by  grade  for  each  occupational  series. 
Only  five  occupations  show  a  significant  degree  of  advancement  in 
grade  above  the  journeyman  level.   Such  advancements  are  "career 
ladder"  promotions  reflecting  increased  experience  and  expertise, 
and  greater  responsibility.   These  promotions  reflect  not  only 
merit  and  higher  skill  attainment,  but  the  sound  policy  of 
retaining  the  most  experienced  and  productive  people  for  a  full 
career.   The  largest  return  of  tax  dollars  comes  from  the  audit 
of  high  income  individuals  and  corporations —  areas  avoided 
because  there  aren't  enough  GS-12's  to  do  the  work. 

Another  series  where  this  is  evident  is  series  334,  computer 
specialist.   The  need  to  advance  and  retain  these  critical 
workers  based  on  skill  level  and  responsibility  is  obvious. 
Series  343,  program  analyst,  comprises  highly  skilled  analysts  in 
a  wide  range  of  disciplines.   Such  workers  advance  to  more 
responsible  duties  through  career  ladder  promotions  which 
recognize  higher  responsibility  and  serve  to  retain  critical 

14 


38 


skills.   Criminal  investigators,  series  1811,  are  advanced  in  a 
similar  way. 

Lastly,  the  revenue  officer  series  1169  shows  how 
inappropriate  the  journeyman  grade  of  GS-9  is.  Most  of  the 
experienced  revenue  officer  force  has  advanced  to  grades  11  and 
12,  leaving  grades  7-9  to  new  entrants.   Over  the  years, 
significant  additional  duties  and  responsibilities  have  been 
added  to  the  revenue  officer  position,  leading  NTEU  to  call  for 
raising  the  journeyman  grade  to  GS-11. 

One  notes  in  Table  9  that  nearly  20,000  series  592  tax 
examiners  are  clustered  in  lower  grades,  about  half  in  grades  1-6 
and  half  in  grades  7-9.   These  workers  pose  an  acute  retraining 
and  redeployment  problem  for  IRS  and  NTEU  in  both  the  short  and 
long  term  because  of  TSM.   The  first  installment.  Automated 
Underreporter  Program  (a  component  of  TSM),  has  recently  rendered 
roughly  16  percent  of  the  workforce — 2,000  workers — redundant. 
Underreporter  functions  will  no  longer  be  performed  at  the 
Memphis,  Andover,  Cincinnati,  and  Kansas  City  service  centers. 
Each  will  lose  about  500  tax  excuniner  jobs  each,  plus  50  clerical 
jobs.   Most  of  the  affected  workers  are  clustered  in  grade  6. 
Under  policy  statement  P-0-112,  issued  in  1988,  IRS  guarantees  a 
job  with  no  loss  of  grade,  plus  retraining,  for  workers  displaced 
by  Tax  Systems  Modernization.   As  TSM  comes  on  stream,  problems 
like  the  displaced  tax  examiners  will  intensify,  yet  IRS  seems  to 
have  done  very  little  practical  planning  to  anticipate  these 
problems . 
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The  current  and  future  affected  workers  are  primarily  women 
and  people  of  color.   They  must  be  provided  with  an  opportunity 
through  retraining  to  be  productive  at  the  IRS.   Otherwise,  the 
IRS  will  lose  much  of  the  diversity  it  has  no  eagerly  sought. 
The  affected  tax  examiners  have  enforcement  skills,  and  should  be 
retrained  for  entry-level  compliance  occupations . 

A  similar  problem  will  emerge  soon  in  the  data  transcriber 
occupation  series  356,  in  the  service  centers.   There  are  some 
2,800  key-punch  operators  in  grades  1-6  who  enter  return 
information  into  the  computer.  Most  are  clustered  in  grades  3  and 
4.   These  jobs  will  be  eliminated  by  the  advent  of  electronic 
imaging  now  being  tested  at  the  Austin  Service  Center.   Whole 
documents  can  be  scanned  and  input  directly  into  the  computer. 
NTEU  is  urging  IRS  to  anticipate  and  plan  for  the  impending 
workforce  adjustments,  but  so  far  there  has  been  very  little 
movement.   We  will  keep  the  Subcommittee  informed  of  developments 
in  this  area. 

Some  IRS  regions  have  begun  using  term  appointments  of  up  to 
four  years  in  anticipation  of  future  downsizing.   While  NTEU 
recognizes  this  type  of  planning  is  necessary  ,  we  totally 
disagree  with  how  the  plan  is  being  implemented.   For  Example, 
the  Atlanta  region  alone  has  issued  about  2,000  such  appointments 
in  all  grades,  depriving  career  workers  the  opportunity  to 
compete  for  higher  graded  jobs  because  they  would  lose  their 
career  status .   We  urge  the  Subcommittee  to  direct  IRS  to  cease 
this  abusive  practice.   IRS  can  do  so  by  limiting  temporary 
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appointments  to  entry-level  positions,  and  by  posting  and 
allowing  career  workers  to  compete  £or  higher-graded  vacancies. 
D.S.  Customs  Service  Budget  for  FY  1994 

The  U.S.  Customs  authorized  level  for  FY  1993  is  $1.3 
billion  and  17,689  full-time  equivalent  positions.   Customs  will 
operate  this  year  with  800  FTE  more  than  in  1992 — an  increase  due 
largely  to  the  efforts  of  this  Subcommittee.   NTEU's  view  is  that 
Customs  remains  an  agency  under  severe  strain  because  of  the 
rapid  growth  of  world  trade  and  huge  narcotics  threat. 

Customs  is'  constantly  putting  out  fires  because  it  lacks  the 
resources  needed  to  bring  each  of  its  many  functions  to  an 
acceptable  level  of  performance.   Customs  inspectional  force  of 
8,000  is  approximately  the  size  of  a  big  city  police  force,  yet 
is  spread  among  more  than  300  ports  of  entry.   Customs  depends  on 
a  mere  4,200  workers  to  process  some  10  million  trade  entries  a 
year  while  enforcing  tariffs,  quotas,  intellectual  property 
rights,  and  collecting  nearly  $20  billion  in  revenue.   NTEO 
continues  to  believe  that  providing  Customs  with  sizeable 
resource  increments  each  year  for  the  next  several  years — to  be 
allocated  to  areas  of  greatest  need — is  a  cost-effective  way  to 
enable  the  Service  to  put  its  principal  functions  on  a  sound 
footing. 

GAO  portrays  Customs  as  a  "high-risk"  agency  with  a 
tremendous  gap  between  promise  and  performance.   GAO  found  that 
Customs'  Automated  Commercial  System  processed  more  than  7 
million  entries  in  1991  and  detected  only  43,000  or  16  percent  of 
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an  estimated  265,000  violations  of  U.S.  trade  law.   The  potential 
revenue  loss  from  these  undetected  violations  amounts  to  hundreds 
of  millions  of  dolleirs. 
GAO  concluded: 

'Because  the  management  of  Customs  is  in  such  disarray, 
there  is  no  reliable  method  to  determine  the  nature  of  these 
violations  and  consequently  no  way  to  determine  the  threat 
to  commerce  or  the  amount  of  revenue  loss  to  the  Treasury." 
The  President's  program  contains  four  initiatives  relating 
to  Customs.   First,  it  provides  $5  million  annually  to  improve 
compliance  with  harbor  maintenance  fees,  resulting  in  $165 
million  in  additional  revenue  over  four  years .   Customs  has  a 
legal  duty  to  collect  these  fees,  but  0MB  discovered  that 
enforcement  was  "only  at  a  minimum  level,  and  many  fee 
collections  are  on  a  voluntciry  basis . " 

Second,  the  President  proposes  to  permanently  extend  the 
Customs  merchandise  and  passenger  processing  fees,  which  are  due 
to  expire  in  FT  1995.   These  user  fees  would  raise  an  estimated 
$1,1  billion  during  FY  94-97. 

Third,  the  President  proposes  to  invest  $29  million  in  FY 
1994  and  $151  million  over  5  years  to  reinforce  Customs'  trade 
compliance  capabilities. 

Fourth,  the  President  calls  for  reforming  Customs  Inspector 
overtime  laws  and  applying  the  $18  million  annual  savings  to 
deficit  reduction.   NTEU  strongly  objects  to  using  the  savings 
for  deficit  reduction.   In  order  to  gain  the  support  of 
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Inspectors  for  overtime  pay  reform,  it  is  necesscLcy  to  earmark 
the  $18  million  savings  to  offset  the  increased  cost  of 
Inspectors'  retired  pay,  which  would  be  based  on  overtime  as  well 
as  straight-time  earnings.   Each  of  the  overtime  pay  reform  bills 
introduced  in  Congress  would  accomplish  this.   These  bills  are 
H.R.  477  introduced  by  Congressman  Charles  Rangel,  S.  317 
introduced  by  Senator  Dennis  Deconcini,  and  H.R.  22  introduced  by 
Congressman  J.J.  Pickle.  However,  Customs  Inspectors  stand 
opposed  to  H.R.  22  because,  unlike  the  other  bills,  it  fails  to 
provide  parity  with  other  Federal  employee  inspectors,  does  not 
provide  adequate  incentives  to  recruit  and  retain  a  high-calibre 
inspectional  force,  fails  to  recognize  the  law  enforcement  work 
of  Customs  Inspectors,  and  gives  0MB  control  of  the  user  fees 
from  which  overtime  payments  are  made. 

Mr.  Chairman,  this  concludes  my  statement.   Are  there  any 
questions? 
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TABLE  1 


Fuoding  Saaunaiy  for  Fiscal  Years  1992  •  1994 
(S  in  KGUioos) 


AppFopnatioD 

Enacted 
FY  1992 

Fnactmj 
FY  1993 

CuirenUy 
Proposed 
FY  1994 

FTE 

S   141.4 
2.135 

$   157.4 

2,227 

$  209.7 

i477 

Processing  Tax  Remms 
and  Assistance 

FTE 

$1,657,9 
35.447 

S\fiM3 
34.436 

$1,746.8 
34.520 

Tax  Law  Enforcement 
FTE 

$3,579.9 
69.507 

$3,835.4 
.    69.163 

$4,121.8 
68,684 

Infoimation  Systems 
FTE 

$1,294.7 
8,727 

$1.4803 
9.672 

$1.7643 
9.791 

TOTAL -IRS 
FTE 

$6,673.9 
115.816 

$7,107.4 
115.498 

$7,842.6 
115.472 
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TABLE  2 

STATUS  OF  THE  FY  1994  BUDGET 


S  MILLIONS 

tTl*9j 

FVl*** 

.  Dilfercace 
FY  1994/1993 

Eoaoctt 
Adopoo. 

Troiurr 
Reauot 

OMB 

AiDouni 

% 

Adminisiiauoii  &.  Management 

S157.4 

S260.4 

S209.7 

S523 

33% 

Processing  Tax  Returns  <Sc  Assistance 

1,6343 

1.854.4 

1.746.8 

UlS 

7% 

Tax  Law  Enforcement 

3335.4 

4.564^ 

4021.8 

286.4 

7% 

InfonnatiDn  Systems: 
TSM 

Non-TSM 
Total  Information  Systems 

572X) 

980.6 

8145 

2425 

42% 

9083 

1,105.2 

949.8 

415 

5% 

1.4803 

2.085.8 

1,7643 

284jO 

19% 

TOTAL  IRS 

S7.107.4 

S8.764.8 

S734Z6 

S735.2 

10% 

FTEs 


Administiation  &  Management 

2,227 

2519 

2,477 

250 

11% 

Processing  TaxRetums  &  Assistance 

34,436 

35.602 

34520 

84 

0% 

Tax  Law  Enforcement 

69,163 

74308 

68,684 

(479^ 

-1% 

Infonnatian  Systems: 
TSM 

Non-TSM 
Total  Information  Systems 

2.728 

3,652 

3.175 

447 

16% 

6,944 

7378 

6.616 

(323^ 

-5% 

9,672 

11,030 

9,791 

119 

1% 

TOTAL  IRS 

115.498 

123.459 

115.472 

f26> 

-0%l 

LABOR  COST  SHORTFALL 

The  proposal  at  OMB  includes  S177  million  to  restore  the  FY  1993  reprogrammings  and  FTE  cut  to  cover  the 

labor  cost  shortfall  The  revised  shortfall  estimate  is  S200  million;  an  addiuonal  S43  million  is  needed. 

PAY  TRENDS  CCover  Promotion  Costs) 

Funds  needed  to  covercareerladderpromotions.above— journey— level  promotions  and  within— grade  increases. 
The  current  number  on  the  table  at  OMB.supponed  by  Treasury,  is  Z66  million.  The  current  revised  estimate  for 
these  pay  trends  is  S115  million,  requiring  an  additional  S49  million. 

SUPPORT  COSTS 

To  partially  co%rr  the  FY  1993  labor  shortfall,  S95  million  was  shifted  from  nonlabor  costs.  This  fundLng  of  S60 

r.'illion  needs  to  be  restored  to  Support  areas.  This  item  was  not  included  in  the  request  to  OMB. 

PROGR.^M  imTTATTVES 

The  Treasury  request  included  S447  million  and  approximately  5,000  FTEs  for  program  initiatives.  The  current 
proposal  at  OMB  has  S39  million  and  approximately  400  FTEs.  We  are  currently  preparing  a  package  of 
additional  compliance  options  (initiatives). 

INFORMATION  SYSTEMS 

The  request  at  OMB  totals  approximately  S1.8  billion,  an  inaease  of  19%  o%er  FY  1993.  Most  of  the  increase  is 
to  modernize  IRS'  information  systems  technology.  Tax  Systems  Modernization  (TSM)  will  ensure  timely  and 
accuratedelivery  of  all  tax  information  through  systems  automation  and  integration. 

STATUS  OF  SUBMISSION 

On  January  5,  the  Bush  Administration  will  make  available  a  FY  1994  'current  services'  budget.  The  Clinton 

Administration  will  submit  to  the  Congress  in  February  or  March  a  full  FY  1994  President's  Budget. 
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Table  4 


internal  Revenue  Service  Personnel  Summary^ 


Average  PositiorB 
Realizer] 

NunOer  of  Envloyees 
<  Close  o(  Year 

LodionindType 

1990 

1991 

1990 

1991 

S«n4M  ratal 

\n$a 

Aajm 

11MZS 

11S413 

renronctit 

111^43 

115.413 

114.494 

117287 

1.444 

1.604 

1.931 

1.926 

■•tiMiiOfflca 

7^ 

UB7 

«,140 

J.43S 

FteMOfflccs' 

lOSJSO 

10(^10 

lOUIS 

103.778 

Data  Pivcaniaf  09«ntl««< 

3>.14S 

use 

59400 

a,796 

CallactUa 

1I4D4 

lUOS 

lajn 

1S49S 

Revenue  Officers 

7.601 

7^ 

7.460 

8.377 

Oiner 

10.433 

ia676 

10.931 

11218 

TnpararSOTrtcas 

7^ 

U97 

MS7 

•444 

TsQiyer  Senice  Soedalists 

1J08 

1.437 

1.415 

1.619 

Twayer  Service  Reptcseniatives 

2.411 

2i72 

2j73 

2.946 

Ote 

3.730 

4.288 

4.469 

3.979 

Ezaaiteattoa 

a,7n 

n.nz 

2S474 

3444 

Revenue  Afleno 

15.526 

i5.n8 

15J50 

16.377 

Tax  Auditors 

3.003 

2.842 

1953 

Z885 

Omer 

10259 

10.012 

10271 

10.382 

Ca^|la;aa  Ptaat/tmploya 
Oriaaizatlan 

ua 

U7B 

t4a 

t4S4 

EP/EOTectnals 

1.429 

1J73 

1.462 

1.422 

OOW 

994 

997 

967 

1.032 

AapaA 

UM 

tn 

tno 

tn 

Aopeils  Oftioers 

1.274 

1.268 

1v284 

1282 

AooeKSAudillXS 

222 

241 

232 

247 

(Xner 

1.317 

1.350 

1.414 

1.407 

TczFraa^ 

430 

4417 

44SB 

4407 

Soecal  Agents 

2.W6 

tm 

2.794 

2.884 

Otner 

1.444 

1.841 

1.462 

1.623 

Exscathw  OlrictJM 

1M 

10 

ia 

100 

MiM|i«iittoHc« 

Ml 

1J5I 

1494 

143 

Rmovcm  UaasfMwal 

s^t 

S>0 

54SS 

V7B 

C«MM< 

U42 

U1J 

U35 

1413 

lM9Mtl«« 

13« 

1440 

1411 

1440 

lataiMadwal 

MO 

«7 

a 

07 

'Reimoorsaments  are  induoed  in  me  aOove  tigures 
'Includes  IT*  WafKnsOutg  and  Detroit  Computing  Cemers 
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TABLES 


At  a  Glance  One 


Returns  Processing  at  a  Glance 

moax 

OaU  Thtv 

1991 

1992 

%  Change 

Adjustment  TimeSnass 

\            W30            \             ai% 

91% 

0.0 

'<               \           V30           \           ae% 

89% 

3.5 

Collection  At  a  Glance 

Index 

FY  1991 

FY  1992 

%  Change 

DoDan  Colscted  Pei  SlaH  Year 

J4S2.000 

S540.000 

12.0 

Dotan  AsMued  Pw  Sun  Yaer 

$327,000 

S3SO.0OO 

7.0 

Examination  at  a  Glance 

IfvMx 

CaMflory 

1(y90lD0«9i  '" 

1(V91  10  09/92'" 

%Ch«»ifl« 

Toial  Program  Reoommondea                           1  12  month  roBng  lotal                        J23.407  billion  "■             $27,961  bBlion                    19.5 
Tax  and  Penahres                                                                                                          ;                                       :                                       : 

Tolal  Prosram  rwkJ  lo  Cost  Ratio                        i   12  month  rolling  total                                 20.13"                              22.63                            12.4 

Coordinated  Examination  Program  (CEP)           \   1 2  month  roltng  total                         $1 1 .403  bilion  ■"              $16,538  billion                     45.0 
Recommended  Tax  and  Penalties 

Time  to  Complete  an  Examination 

Revenue  Agent  1040                                  374""                                326                             -12.8 

(Average  Days) 

Revenue  Agent  1120                                .454"*                                342                             -24.7 

Tax  Auditor  1040                                            278™                                  239                                -14.0 

1  -  Data  for  12  month  period. 

2  -  A  $6.4  Wlion  CEP  case  and  7  RA  Other  cases  (S777.1  miilicn)  have  been  removed  from  the  09/91  baseline  to  eliminate  comparative  distortion. 

3  -  Base  cyde  days  computed  for  1/91  .  9/91.    Pnor  data  not  available. 
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TABLE  6 

At  a  Glance  Two 


Accounts  Receivable  Dollar  Inventory  (AROI)  at  a  Glance 


stpL  -ai 


StpL  "92        I    %  Cluna* 


Gross  ARDI 


$110.7  barion    I  $130.6  baiion    ;        18.0 


Taxpayer  Service  at  a  Glance 


T»l»pDon»  Indicts 


CXiallty  Rate 


04/27/92- 
07/18/92 


90.6% 


Additional  Accounts  Receivable  Indices  (AROQ  at  a  Glance 

Sep.    1991             Sop.  1992 

:    %  Change 

Accounts  Receivable  Growth  (NationaO  Old  6  year  rule.                                       $104.5  bniion      ;     $1 17.0  billion 

12.0 

Appeals  Large  Case  (Over  $1  Million)  at  a  Glance 

Appeals  (Overall)  at  a  Glance 

Indti                                 FY»1                   Ff92              %  Chtng* 

Index                        FYS:      \     FYK     j-      K 

1   Changa 

Units  In  Inventoiy                                2,791                 2.473                     -11.4 

Vield-to-Cost  Ratio                     33.5      :     21.4            -36.1 

BiUioni  of  Oolars  In  Inventory            S3€.806               $37,572                        2.1 

rr-91                  FY-92 

Criminal  Investigation  at  a  Glance 

%  of  S  Conewled  on  Appeal                57%                   72%                       26.3 

Rata                                    \     FY91           FYi2      \        % 

!                                      1   Change 

OoSars  Concmled  on  Appeal       1    t20. 1 65  t>i     \    f  18.450  bl                  -8.5 

Legal  Review  Acceptance    1      93%             93%              0.0 

Average  Time  to  dOM  case               31  mo.        1       20  mo.                    -35.5 

Conviction                              :      90%             92%      ;       2.2 

Exempt  Organizations  and  Employee  Plans  at  a 

Glance 

Exempt  Organizations 

Employee  Plans 

/=Y9J      1   fY92     ;    %  Change 

Fy91      1    FY92     1    %  Change 

Exantination  Program  Hours  Per  Case 

21.0      1     22.1                 5.2 

18.5            22.1                19.5 

Determination  Letter  Program  %  Inventory  Over  1 80 
Days 

5.9%           4.0%             -32^ 

N/A      j       N/A      i          N/A 

Determination  Letter  Program  Hours  Per  case 

2.3             2.3                 0.0 

2.1                1.9       1          -9.5 
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TABLE  7 


SKTUBH  TRIHDS 


FY  1982 

FY  1992 

%  Change 

Znd.  Over  $50K 

Filed 

Examined 

Coverage 

3,305,000 
187,702 
5.68% 

16,829,000 
294,068 
1.75% 

+409% 
+56% 
-69% 

BUS.  over  9100K 

Filed 

Examined 

Coverage 

921,000 
54,684 
5.94% 

1,581,600 
62,489 
3.95% 

+72% 
+13% 
-34% 

corps,  over  $ioox 

Piled 

Examined 

Coverage 

6,000 
4,004 
66.73% 

11,600 

5,068 

43.69% 

93.3% 

26.6% 

-35% 

TOTAL  COVBRAOB 

All  income, 
estate  and  gift 
without  IRP 

1.63% 

.95% 

-42% 

All  income, 
estate  and  gift 
with  IRP 

5.22% 

5.26% 

1% 
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TABLES 


Comparison  of  Total  Accounts  Receivable  and  Collection 
of  Delinquent  Accounts,  Fiscal  Years  1988  Through  1992 


SHMnS  OT  O0HM9 


Note  1:   Accounts  receivable  values  for  fiscal  years  1991  and 
1992  have  been  adjusted  from  a  10-year  to  a  6-year  statutory 
collection  period. 

Note  2:   In  1992,  IRS  redefined  the  gross  accounts  receivable 
inventory  by  excluding  certain  amounts  previously  included.   The 
1992  inventory  value  was  calculated  on  the  basis  of  the  old 
definition  and,  therefore,  is  comparable  to  prior  years. 

Source:   IRS  data. 


Source:   General  Accounting  Office,  T-GGD-93-04,  February  3,  1993. 
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TABLE  9 


Br««kdowa  b^  S«rl««   (200  *  •aplaym*)   and  Grad« 


SEKIKS 

as  i-s 

GS  7-9 

OS  10 

GS  11-12 

CS/GM-13 

ai-j4 

at- 13 

00 

TOX3IL 

201 

3 

39 

0 

301 

13  « 

37 

14 

1 

391 

203 

830 

439 

4 

2 

0 

0 

0 

0 

1293 

212 

I 

34 

0 

237 

8 

1 

0 

0 

281 

23S 

2 

30 

0 

283 

92 

20 

6 

1 

434 

301 

< 

490 

19 

703 

290 

172 

<9 

2 

1731 

303 

8004 

617 

8 

7 

0 

0 

0 

0 

8636 

303 

3781 

127 

14 

1 

0 

0 

0 

0 

3923 

318 

6113 

622 

23 

3 

0 

0 

0 

0 

6761 

322 

1361 

0 

0 

0 

0 

0 

0 

0 

1361 

326 

307 

2 

0 

0 

0 

0 

0 

0 

309 

332 

320 

826 

2 

S3 

0 

0 

0 

0 

1201 

334 

123 

330 

0 

2193 

1312 

333 

so 

1 

4384 

33S 

612 

399 

9 

17 

1 

0 

0 

0 

1038 

340 

0 

1 

0 

60 

220 

497 

492 

206 

1476 

343 

24 

823 

6 

1643 

1367 

C31 

114 

0 

4609 

344 

334 

723 

13 

1 

1 

0 

0 

0 

1076 

330 

249 

10 

0 

0 

0 

0 

0 

0 

239 

3SS 

2694 

134 

16 

0 

0 

0 

0 

0 

2864 

391 

0 

80 

0 

206 

lis 

27 

6 

0 

433 

303 

1286 

1188 

102 

37 

0 

0 

0 

0 

2613 

311 

0 

110 

0 

271 

161 

43 

11 

0 

396 

312 

13 

927 

0 

9047 

3470 

,S» 

30 

0 

16447 

323 

364 

439 

37 

< 

0 

0 

0 

0 

.66      1 

326 

11 

4299 

3 

670 

3 

0 

0 

0 

4986 

330 

380 

16 

1 

0 

0 

0 

0 

0 

397 

344 

.423 

24 

0 

0 

0 

0 

0 

0 

449 

392 

9399 

10190 

374 

323 

2 

0 

0 

0 

20490 

aoi 

0 

3 

0   . 

72 

138 

31 

0 

0 

244 

903 

1 

0 

0 

384 

440 

836 

423 

37 

2161 

930 

0 

0 

0 

231 

518 

499 

129 

0 

1377 

930 

2 

92 

0 

149 

2 

0 

0 

0 

245 

9«2 

1469 

2325 

61 

4 

0 

0 

0 

0 

3859 

986 

436 

74 

0 

0 

0 

0 

0 

0 

510 

987 

0 

12 

0 

117 

136 

148 

34 

3 

470 

1102 

1 

117 

0 

102 

60 

33 

IS 

2 

250 

11(9 

7 

1768 

0 

5332 

788 

147 

0 

1 

8062 

1802 

269 

28 

0 

0 

0 

0 

0 

1 

297 

ISll 

27 

268 

0 

1211 

1539 

431 

138 

9      1 

3623 

TOTAI.  1 

J9,07S 

27,906 

892 

23,688 

12. 840 

4936 

1,521 

292  1 

111.144 
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Table  9  (continued) 

KEY  TO  JOB  SERIES 


SERIES  TITLE 


GS-201 

P|iT«inn«^l  Offircr/Mflnflgi-m^'.nt  .^p*«"ai;<tt 

203 

Personnel  CerV/Assistant 

212 

Persoonel  Staffing  Specialist 

235 

Enq)Ioyee  Development  Specialist 

301 

Miscellaneous  and  Administrative  Specialist 

303 

Miscellaneous  Qeric/Assistant 

305 

Mail  and  File  aaic/Assistant 

318 

Secretazy 

322 

Oerfc  Typist 

326 

Of&ce  Automadon  Qair/As.sisrant 

332 

Computer  Operator 

334 

Computer  Specialist 

335 

Con^uter  Qeric/Assistant 

340 

Program  Manager 

343 

Management/Program  Analyst 

344 

Management  Assistant 

350 

Equipment  Operator 

356 

Data  Transcriber 

391 

Tclecommvinicarion  Specialist 

501 

Financial  Manager/Budget  Analyst 

503 

Financial  Clcric/Assisuint 

511 

Auditor 

512 

Internal  Revenue  Agent 

525 

Accounting  Technician 

526 

Tax  Technician 

530 

Cjish  QerkH'eUcr 

544 

Payroll  Qcrir/Technician 

592 

Tax  pjcamincr 

801 

General  Engineer 

905 

Attorney 

930 

Hearing  and  Appeals  Qeric/Specialist 

950 

Paralegal  Specialist 

962 

Contaa  Representative 

986 

Legal  Qeri/Technid.in 

987 

Tax  Law  Spcciali.'St 

1102 

Contract  Spedalist/Procurcmcnt  Analyst 

1169 

Internal  Revenue  Officer 

1802 

Compliance  Inspection  and  Support 

1811 

Criminal  Invesaganon 
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Thursday,  March  25,  1993. 
IOWA  STATE  HISTORIAN 
WITNESS 
DAVID  CROSSON 

INTRODUCTION 

Mr.  HoYER.  Mr.  Crosson,  we  welcome  you  here.  Mr.  Lightfoot. 

Mr.  Lightfoot.  Thank  you,  Mr.  Chairman.  This  is  one  of  those 
days  when  we  try  to  work  in  two  more  meetings  all  day  long  so  it 
has  been  a  drill.  I  would  like  to  welcome  Mr.  Crosson  to  the  Sub- 
committee. As  you  note  from  his  testimony,  Mr.  Chairman,  he  is 
the  Administrator  and  the  State  Historical  Preservation  Officer  for 
the  State  Historical  Society  of  Iowa.  I  think  we  are  fortunate  to 
have  an  outstanding  facility  and  resources  for  historic  preservation 
in  Iowa  and  David  has  come  to  testify  at  the  urging  of  our  office  on 
the  importance  of  Federal  funding  for  historic  records  preservation. 

Besides  that,  I  think  you  are  going  to  find  he  is  a  very  nice  man. 
We  appreciate  having  you  here  today. 

Statement  of  Mr.  Crosson 

Mr.  Crosson.  With  that  introduction,  I  really  appreciate  the  op- 
portunity to  testify. 

I  appreciate  the  opportunity  to  appear  before  you  with  the  specif- 
ic request  for  an  $8  million  appropriation  for  the  National  Histori- 
cal Publications  and  Records  Commission  for  fiscal  year  1994.  Since 
I  am  director  of  a  multi-faceted  State  historical  agency,  I  speak 
from  the  perspective  of  States. 

I  am  here  to  ensure  that  Congress  understands  that  we  in  the 
States,  that  is,  the  people  of  this  Nation  everywhere,  need  the 
NHPRC.  The  National  Historical  Publications  Records  Commis- 
sion, as  has  already  been  noted,  is  the  Federal  agency  that  distrib- 
utes grants  through  the  States  to  help  preserve  and  publish  the 
records  of  our  American  experience. 

These  records  may  document  the  ratification  of  the  U.S.  Consti- 
tution, the  oral  history  of  the  labor  movement,  or  the  all  too  gradu- 
al extension  of  the  right  to  vote  to  every  American  citizen. 

Because  Americans  are  both  diverse  and  dispersed,  and  because 
of  the  multiplicity  of  our  governing  units,  these  records  are  not  col- 
lected in  a  single  place.  They  exist  in  every  State,  county,  city  and 
town  in  the  country.  And  the  importance  of  the  document  is  not 
related  in  any  way  to  its  location. 

If  you.  Congressman,  were  interested  in  seeking  the  original  Su- 
preme Court  decision  that  integrated  schools,  you  won't  find  it  in 
the  National  Archives.  You  won't  find  it  at  the  U.S.  Supreme 
Court.  You  won't  find  it  in  Washington.  You  will  have  to  come  to 
Des  Moines,  because  the  case  was  decided  by  the  Iowa  State  Su- 
preme Court  and  the  year  was  1868. 

Just  as  democracy  is  experienced  locally,  so  the  documents  of  de- 
mocracy are  distributed  locally.  The  National  Council  of  State  His- 
torical Records  Coordinators  has  documented  the  requirements  to 
preserve  these  essential  historical  records  in  every  State  in  the 
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country.  I  have  taken  the  opportunity  of  presenting  with  my  testi- 
mony a  summary  of  a  report  and  will  be  happy  to  make  available 
to  the  committee  a  full  copy  of  the  entire  report  when  it  is  com- 
plete. 

The  conclusions  of  the  report  are  really  simple  and  unavoidable 
and  really  amount  to  one.  It  is  beyond  the  abilities  of  most  local 
and  many  State  governments  to  preserve  our  national  documenta- 
ry heritage.  We  need  a  partner  to  help  us  and  that  partner  is  the 
National  Historical  Publications  and  Records  Commission. 

Now,  I  have  in  my  testimony,  and  presented  for  the  record,  sev- 
eral examples  of  how  well  this  program  works.  Because  I  come 
from  Iowa,  the  examples  are  indeed  from  my  State,  but  the  simple 
fact  is  that  it  is  an  efficient  program,  it  is  an  effective  program  and 
it  is  a  model  of  a  Federal/state  partnership. 

Mr.  Chairman,  the  NHPRC  is  not  an  agency  that  sits  in  Wash- 
ington. It  is  committed  to  involving  and  serving  our  citizens,  wher- 
ever they  may  live,  by  preserving  our  treasured  historical  records 
wherever  they  may  reside.  Because  of  this  commitment  to  inclusion 
and  service,  it  is  difficult  for  me  to  understand  why  its  appropria- 
tion has  not  only  failed  to  keep  up  with  inflation,  but  has  been  re- 
duced in  recent  years. 

And  I  am  here  to  recruit  your  assistance  in  reversing  this  trend. 
I  too  have  a  chart.  I  may  even  have  the  ears  to  go  with  the  chart,  I 
don't  know.  But  I  will  get  the  chart  close  enough.  This  chart  tracks 
the  funding  for  four  basically  parallel  Federal  agencies.  They  are 
all  preserved  or  were  all  created  to  help  us  preserve  history.  The 
National  Endowment  for  the  Humanities  funds  research  and  docu- 
mentary preservation.  Its  current  budget  increased  almost  .8  per- 
cent to  almost  $157  million  this  year.  The  Historic  Preservation 
Fund  supports  the  preservation  of  sites  and  structures.  Its  funding 
increased  3.2  percent  to  $37  million  in  1993.  The  Institute  of 
Museum  Services  grew  by  6.5  percent  to  $29  million  this  year.  IMS 
funds  grants  funds  for  objects  and  artifacts. 

The  NHPRC  supports  documents  and  records.  Look  at  the  chart, 
sir.  Research,  $157  million,  sites  and  structures,  $37  million,  objects 
and  artifacts,  $29  million,  documents  and  records,  $5  million.  There 
is  a  discrepancy  here.  I  hasten  to  say  that  I  support  all  the  other 
programs.  I  serve  as  the  State  historic  preservation  officer  for  Iowa 
and  have  testified  in  the  past  on  behalf  of  NEH.  But  I  would  also 
hasten  to  note  that  everything  that  the  other  three  programs  do 
rest  on  preservation  of  the  written  word.  Without  it,  scholars 
cannot  research,  historic  preservationists  cannot  document,  and  cu- 
rators cannot  verify. 

Historical  documents  are  the  bedrock  upon  which  all  other  his- 
torical programs  sit,  and  yet  it  is  clear  that  the  NHPRC  has 
become  the  Somalia  of  our  national  historical  programs.  We  are 
none  too  slowly  starving  it  to  death.  I  would  urge  us  to  send  the 
troops  quickly.  Why  are  we  starving  the  NHPRC?  It  is  a  model 
Federal  partnership  with  the  States. 

It  supports  projects  around  the  country  without  a  burdensome 
bureaucratic  infrastructure.  It  stimulates  local  investment  and 
trains  local  responsibility.  It  listens  to  and  involves  its  constituents 
in  program  planning.  It  decentralizes  decision  making  to  the 
States,  and  most  importantly,  it  saves  our  written  heritage. 
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Mr.  Chairman,  the  need  of  the  States  is  documented  and  it  is 
great.  The  partnership  with  the  NHPRC  is  needed  and  it  has 
proven  successful.  I  urge  Congress  to  fund  the  NHPRC  in  fiscal 
year  1994  at  the  level  of  at  least  $8  million. 

Thank  you  again  for  the  opportunity  to  appear  here  today.  I 
know  that  there  are  no  other  competing  priorities  with  you  today, 
but  you  have  difficult  decisions  to  make  and  I  wish  you  luck  in 
making  those  decisions. 

Mr.  HoYER.  Thank  you  very  much,  Mr.  Crosson.  We  appreciate 
your  testimony.  It  has  been  very  helpful  to  the  Committee. 

[The  statement  of  Mr.  Crosson  follows:] 
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State  Historical  Society  of  Iowa 

The  Historical  Division  of  the  Department  of  Cultural  Affairs 


MHFRC  FY94  APPROPRIATION 

TESTIMONY  BY 

DAVID  CROSSON,  ADMINISTRATOR 

STATE  HISTORICAL  SOCIETY  OF  IOWA 


I  appreciate  the  opportunity  to  appear  before  you  to  request 
an  $8  million  dollar  appropriation  to  the  National  Historical 
Publications  and  Records  Commission  for  fiscal  year  1994.   Since 
I  am  the  director  of  a  multifaceted  state  historical  agency,  I 
speak  from  the  perspective  of  the  states.   I  am  here  to  ensure 
that  Congress  understands  that  we  in  the  states,  that  is  the 
people  of  this  nation  everywhere,  need  the  NHPRC. 

The  National  Historical  Publications  and  Records  Commission 
is  the  federal  agency  that  distributes  grants  through  the  states 
to  help  preserve  and  publish  the  records  of  our  American 
experience.   These  records  may  document  the  ratification  of  the 
U.S.  Constitution,  the  oral  history  of  the  labor  movement,  or  the 
all  too  gradual  extension  of  the  right  to  vote  to  every  American 
citizen. 

Because  Americans  are  both  diverse  and  dispersed,  and 
because  of  the  multiplicity  of  our  governing  units,  these  records 
are  not  collected  in  any  single  place.   They  exist  in  every 
state,  every  county,  every  city,  and  every  town  in  the  country. 
And  the  importance  of  the  document  is  not  related  to  its 
location. 

If  you  seek  the  original  supreme  court  decision  that 
integrated  schools,  you  won't  find  it  in  the  National  Archives. 
You  will  have  to  come  to  Des  Moines,  Iowa,  because  the  case  was. 
decided  by  the  Iowa  State  Supreme  Court.   In  1868.   Seven  years 
ago  that  document  was  shared  with  the  public  next  to  the  Magna 
Carta.   The  Great  Charter  may  be  one  of  the  seminal  documents  in 
world  history,  but  the  Iowa  Supreme  Court  case  first  extended  the 
reality  of  equality  in  education  to  an  entirely  new  group  of 
people.   Just  as  democracy  is  experienced  locally,  so  the 
documents  of  democracy  are  distributed  locally. 

The  National  Council  of  State  Historical  Records 
Coordinators  has  documented  the  requirements  to  preserve  these 
essential  historical  records  in  every  state  in  the  country.   I 
would  like  to  take  the  opportunity  to  enter  into  the  record  a 
summary  of  the  findings,  and  I  will  be  happy  to  make  available  to 
the  chair  a  full  copy  of  the  report  when  complete. 


D  402  Iowa  Avenue 
Iowa  City,  Iowa  52240 
(319)  335-3916 


D  Capitol  Complex 

Des  Moines,  Iowa  50319 
(515)  281-5111 


n  Montauk  Uf  to    ' 

Clermont,  Iowa  52135  ^*^MERA  CO^V 

(319)  423-7173 
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Testimony  for  NHPRC  PY9  4  Appropriation 
David  Crosson 
Page  Two 

TJie  conclusion  is  both  simple  and  unavoidable.   It  is  beyond 
the  abilities  of  most  local  and  many  state  governments  to 
preserve  our  documentary  heritage.   We  need  a  partner  to  help  us. 
That  partner  is  the  National  Historical  Publications  and  Records 
Commission. - 

The  NHPRC  has  created  a  model  federal  partnership  between 
the  states  and  the  national  government.   It  does  not  mandate  or 
coerce;  it  assists  the  states  in  planning  how  to  meet  their  own 
documentary  needs.   It  does  not  assume  that  all  wisdom  or  all 
documents  of  value  reside  within  the  Beltway.   Indeed,  in 
creating  its  strategic  plan,  the  NHPRC  involved  not  only  every 
state  historical  records  coordinator  in  the  country,  but  also 
fifty  other  organizations  and  agencies.   This  is  a  model  of 
inclusion  and  a  demonstrated  eagerness  to  listen  that  is  seldom 
found  in  national  agencies  and  should  be  rewarded  with  budget 
increases,  not  reductions. 

I  can  assure  Congress  that  the  NHPRC  grants  program  to  and 
through  the  states  is  one  of  the  most  effective  grants  programs 
in  the  federal  government.   It  gets  results  and  positively 
affects  peoples  lives.   In  almost  all  cases,  these  few  federal 
dollars  stimulate  new  commitments  and  investment  by  local 
governmental  agencies.   The  State  of  Kentucky,  for  instance,  now 
funds  a  state  historical  records  grants  program  at  nearly  $1 
million  annually  as  the  result  of  an  initial  grant  from  the  NHPRC 
for  only  a  fraction  of  that  amount. 

In  Iowa,  the  partnership  between  the  Iowa  Historical  Records 
Advisory  Board  and  the  NHPRC  has  focused  on  assisting  local 
records  managers  in  preserving  the  important  historical  documents 
that  reside  in  the  county  courthouses  and  city  halls  of  the 
state.   Grants  from  the  NHPRC  made  it  possible  for  us  to  publish 
manuals  on  managing  county  and  municipal  records  and  to  train 
people  in  their  administration.   When  the  Paige  County  Courthouse 
burned  to  the  ground  a  year  ago,  we  were  amid  the  ruins  the  next 
day  assisting  local  citizens  in  preserving  their  governmental 
records  largely  due  to  the  planning  and  training  previously 
implemented  through  the  leadership  of  the  NHPRC. 

Mr.  Chairman,  the  NHPRC  is  not  an  agency  that  sits  in 
Washington.   It  is  committed  to  involving  and  serving  our 
citizens,  wherever  they  may  live,  by  preserving  our  treasured 
historical  records,  wherever  they  may  reside.   Because  of  this 
commitment  to  inclusion  and  service,  it  is  difficult  for  me  to 
understand  why  its  appropriation  has  not  only  failed  to  keep  up 
with  inflation,  but  has  been  reduced  in  recent  years.   I  am  here 
to  recruit  your  assistance  in  reversing  this  trend. 
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Testimony  for  NHPRC  FY94  Appropriation 
David  Crosson 
Page  Three 


There  are  three  other  federal  agencies  that  perform  parallel 
work  to  the  NHPRC.   The  National  Endowment  for  the  Humanities 
funds  research  and  documentary  preservation.   Its  current  budget 
increased  .8  per  cent  to  $157  million  dollars  this  year.   The 
Historic  Preservation  Fund  supports  the  preservation  of  sites  and 
structures.   Its  funding  increased  3.2  per  cent  to  $37  million  in 
FY  93.   The  Institute  of  Museum  Services  grew  by  6.5  per  cent  to 
$29  million  this  year.   IMS  funds  grants  for  objects  and 
artifacts. 

The  NHPRC  supports  documents  and  records.   Since  1980  it  has 
not  even  maintained  with  the  rate  of  inflation.   Research:  $157 
million;  sites  and  structures:  $37  million;  objects  and 
artifacts:  $29  million;  documents  and  records:  $5  million.   There 
is  a  discrepancy  here. 

I  hasten  to  say  that  I  support  all  of  these  other  programs. 
I  serve  as  the  State  Historic  Preservation  Officer  for  Iowa  and 
have  testified  in  the  past  on  behalf  of  the  NEH.   But  I  also 
hasten  to  note  that  everything  that  the  other  three  programs 
support  rests  on  preservation  of  the  written  word.   Without  it, 
scholars  can't  research,  historic  preservationists  can't 
document,  and  curators  can't  verify. 

Historical  documents  are  the  bedrock  upon  which  all  other 
historical  programs  sit.   And  yet,  it  is  clear  that  the  NHPRC  has 
become  the  Somalia  of  our  national  historical  programs.   We  are 
none  too  slowly  starving  it  to  death. 

Why?   It  is  the  model  federal  partnership  with  the  states. 
It  supports  projects  around  the  country  without  a  burdensome 
bureaucratic  infrastructure.    It  stimulates  local  investment  and 
trains  local  responsibility.   It  listens  to  and  involves  its 
constituents  in  program  planning.   It  decentralizes  decision 
making  to  the  states.   And  most  importantly,  it  saves  our  written 
heritage.   What  more  could  we  ask?  Only  one  thing.   Adequate 
funding. 

Mr.  Chair,  the  need  in  the  states  is  documented,  and  it  is 
great.   The  partnership  with  the  NHPRC  is  needed,  it  has  proven 
successful.   I  urge  you  to  fund  the  NHPRC  in  FY  94  at  the  level 
at  least  $8  million  dollars.   Thank  you  again  for  the  opportunity 
to  appear  here  today.   Good  luck  in  a  very  difficult  budgeting 


process . 


Respectfully  submitted, 
David  Crosson 
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History  doesn't  always  repeat  itself: 
When  a  historical  record  ts  lost, 
a  piece  of  the  past  is  gone  forever. 


We're  all  too  well  aware  that  the  "paperless  office"  once  promised  by  the  computer 
revolution  was  only  a  dream.  Today,  the  volume  of  active  paper  files  in  business  and 
government  is  actually  increasing  at  a  rate  of  20  percent  each  year. 

Electronic  files  are  multiplying  even  fcister. 

Immersed  in  this  deluge  of  information,  we  may  forget  that  some  of  these  records 
are  truly  valuable  and  must  be  saved  for  future  generations.  One  to  two  percent  of  all 
records  created  by  governments  need  to  be  saved.  Businesses,  private  organizations, 
and  individuals  also  create  records  that  have  permanent  value. 

These  important  documents,  called  historical  records,  include  maps,  deeds,  memos, 
minutes,  reports,  diaries,  photographs,  and  case  files.  They  document  our  personal  lives, 
our  businesses  and  professions,  and  our  culture. 

Why  save  historical  records? 

Because  they  tell  us  where  we've  been,  offer  insights  into  where  we  are  now,  and 
provide  vision  for  our  future. 

Because  our  government  is  obliged  to  preserve  them. 

Because  organizations  need  them  to  continue  their  vital  functions. 

Because  each  historical  record  is  unique.  Irreplaceable. 

You  can  use  historical  records  to: 

•   prove  ownership  of  property  •  establish  eligibility  for  retirement  or  veterans' 
benefits  •  uncoveryour  family  history  •   renovate  a  historic  neighborhood  •  hold 
elected  officials  accountable  to  the  public  •  create  a  museum  exhibit  •  write  a 
historical  drama   •  give  kids  a  vivid,  first-hand  look  at  their  past  •  conduct  scholarly 
research  •  explore  the  social  and  economic  trends  of  your  county  •  discover  the 
origins  of  local  ethnic  customs  •   protect  archaeological  sites. 

The  uses  and  benefits  of  historical  records  are  many.  But  just  saving  them  isn't 
enough.  We  need  to  promote  them,  give  them  a  higher  profile,  so  that  people  know 
they're  available  and  accessible  for  projects  like  these  and  many  more. 

Going  for  the  gold 

When  you  realize  how  important  historical  records  are,  the  next  question  is  who's 
going  to  sift  through  it  all  to  glean  the  gold  from  the  dross? 

Archivists  and  records  managers. 

Theirs  is  the  Herculean  task  of  combing  through  a  sea  of  paper,  microfilm,  audio 
tape,  and  computer  disks  to  identify  what  must  be  saved,  and  how. 
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It's  daunting  enough  to  know  that,  for  example,  we're  making  an  average  of  19 
copies  of  each  original  and  that  29  percent  of  those  copies  are  unnecessary.  (For  more 
"Eye-opening  Facts,"  see  below). 

But  the  challenge  isn't  just  keeping  up  with  paper.  More  and  more  information  is 
stored  electronically.  Technology  changes  so  fast  and  produces  information  in  so  many 
formats  that  it  can  be  difficult  to  find  a  machine  that  can  read  a  file  that  was  created  only 
last  year.  Archivists  must  make  sure  that  permanent  information  produced  by 
computers  can  be  read  in  100  years  and  well  beyond. 

Not  all  old  records  are  worth  keeping 

At  the  same  time  they're  busy  trying  to  save  certain  historical  records,  records 
managers  are  also  in  the  business  of  trying  to  get  rid  of  tons  of  them.  Hanging  on  to 
records  of  no  lasting  historical  value  wastes  expensive  storage  space,  hinders  efficiency, 
and  prevents  us  from  getting  at  the  good  stuff. 

To  help  local  governments  deal  with  their  unwieldy  archives,  state  records  programs 
have  established  guidelines  for  saving  and  purging.  In  addition,  many  states  offer 
microfilming  services  to  reduce  the  volume  of  temporary  records,  and  ensure  the 
longevity  of  important  ones.  A  number  of  local  governments  have  also  developed  model 
progranas  for  managing  and  preserving  their  own  records. 

These  programs  need  your  support 

To  save  our  nation's  recorded  heritage  we  need  the  support  of  those  who  recognize 
both  the  necessity  of  preserving  it  and  the  dangerous  consequences  of  losing  it.  We  need 
the  support  of  someone  like  you  who  understands  that  healthy  records  programs 
require: 

•  trained,  experienced  staffs; 

•  secure,  records-friendly  facilities; 

•  access  to  information  technology;  and 

•  the  funds  to  maintain  and  promote  the  effort. 

By  supporting  these  programs,  and  spreading  the  news  about  how  vital  they  are, 
you'll  keep  our  nation's  memory  alive  and  foster  more  fit  and  efficient  government  and 
private  enterprise. 
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Eye-opening  facts 

Examples  from  state  archives  show  the  value  of  historical  records  programs 


Coping  with  the  volume 

•  State  archives  now  hold  more  than  1.6  million  cubic  feet  ot  permanent  paper 
records  —  enough  to  fill  the  U.S.  Capitol  rotunda  one-and-a-half  times  to  the  top  of  the 
dome. 

•  An  additional  140  million  sheets  of  permanent  records  come  into  state  archives 
each  year.  Laid  end  to  end,  they  could  circle  the  equator  twice. 

•  Since  1986  that  average  volume  of  paper  in  state  archives  has  risen  59%.  At  this 
rate,  archivists  will  have  to  find  room  for  an  additional  560,000  cubic  feet  of  records  by 
the  year  2000. 

•  The  growth  of  microfilm  is  even  more  dramatic.  State  archives  now  hold  nearly  2.5 
million  reels  of  microfilm,  up  from  700,000  reels  in  1986. 

•  Each  year  states  destroy  4  million  cubic  feet  of  nonpermanent  government  records 
—  a  volume  equivalent  to  four  Washington  Monuments. 


The  payoffs 

•  An  indigent  man  whose  military  service  records  were  destroyed  by  fire  was  able  to 
use  state  adjutant  general  files  held  by  the  Nevada  State  Archives  to  prove  his  service 
with  honorable  discharge.  This  allowed  him  to  move  to  a  Veterans'  Hospital  where  he 
received  the  care  he  needed  and  deserved. 

•  When  leukemia  prevented  an  elderly  man  from  continuing  his  search  for  a  long- 
lost  relative,  staff  at  the  Maine  State  Archives  kept  looking  and  were  able  to  find  enough 
information  to  reunite  the  family. 

•  Attorneys  used  records  in  the  Alaska  State  Archives  in  successful  litigation 
following  the  Exxon  Valdez  oil  spill  to  bring  a  total  of  nearly  $500  million  to  the  State  of 
Alaska. 

•  A  250-year-old  journal  preserved  in  the  Massachusetts  State  Archives  led  to  the 
discovery  and  salvage  of  a  pirate  vessel  off  the  coast  of  Cape  Cod  during  the  1980s. 

•  Each  year  the  Florida  Bureau  of  Archives  and  Records  Management  authorizes 
destruction  of  more  than  10,000  tons  of  nonpermanent  records,  saving  more  than  $8 
million  in  filing  cabinets  alone. 

•  Homeowners  concerned  about  the  safety  of  a  bridge  built  in  1917  used  original 
construction  plans  and  work  orders  preserved  in  the  New  York  State  Archives  to 
convince  state  officials  that  it  should  be  replaced. 

•  Records  in  the  Michigan  State  Archives  established  the  title  history  of  property 
involving  a  highway  route  and  saved  the  state  $1  million. 
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Leadership  &  partnership  spell  success 

Considering  the  sizable  challenge,  archivists  and  records  managers  have  made 
tremendous  progress.  The  numbers  prove  it. 

Thirty  years  ago,  more  than  half  the  states  had  very  limited  programs,  or  none  at  all 
for  their  government  records.  Today,  every  state  in  the  Union  has  an  active  archival 
program  and  all  but  one  has  instituted  records  management.  These  programs  have  met 
the  challenge  and  proven  their  value  despite  lean  budgets  and  small  staffs. 

Similar  progress  is  evident  in  other  settings.  Archives  and  records  management  were 
rare  in  colleges  and  universities  before  1970,  but  more  than  350  institutions  of  higher 
education  now  have  such  programs.  Many  corporations  have  "discovered"  their  history 
while  celebrating  milestone  anniversaries  and  now  rely  heavily  on  archival  collections  in 
their  public  relations  and  promotional  activities.  Today,  more  than  9,000  archival 
collections  exist  nationwide  in  public  and  private  organizations  as  diverse  as  the  Coca 
Cola  Company,  the  Archdiocese  of  Boston,  and  the  Chicago  Symphony  Orchestra. 

National  Historical  Publications  and  Records  Commission 

Much  of  this  success  is  due  to  the  leadership  and  support  of  the  National  Historical 
Publications  and  Records  Commission  (NHPRC)  and  its  partnership  with  the  50  states, 
the  District  of  Columbia,  and  the  five  territories. 

Since  1976  the  NHPRC  has  provided  an  average  of  about  $1.7  million  each  year  in 
grants  to  public  and  private  institutions  to  strengthen  our  nation's  archives  and  records 
management  programs.  More  than  just  a  source  of  funds,  the  NHPRC  has  promoted 
planning  at  the  national,  state,  and  institutional  level  to  maximize  the  long-term  benefits 
of  each  grant  project.  The  NHPRC  has  also  encouraged  the  development  of  strategic  and 
thrifty  model  programs.  And  to  ensure  consistency  and  lasting  quality  products  and 
services,  the  NHPRC  has  held  its  grantees  to  the  highest  professional  standards. 

State  Historical  Records  Advisory  Boards 

Implementation  of  the  NHPRC  vision  at  the  state  level  rests  wi^h  the  State  Historical 
Records  Advisory  Boards  (SHRABs).  The  members  of  the  SHRABs  in  each  state, 
including  the  territories  and  the  District  of  Columbia,  are  appointed  by  the  Governor. 
They  are  chosen  to  represent  the  full  range  of  records  keepers  and  users:  state  and  local 
governments,  universities,  businesses,  historical  societies,  community  and  religious 
organizations,  and  other  groups  with  an  interest  in  history,  culture,  and  information. 

The  boards  —  headed  by  a  coordinator  who  is  usually  the  state  archivist  —  review 
all  project  proposals  in  their  state  before  the  requests  are  forwarded  to  the  NHPRC.  The 
state  boards  also  coordinate  statewide  planning,  encourage  cooperative  projects  among 
institutions  in  their  states,  and  promote  the  need  for  local  records  management 
programs. 

With  NHPRC  support,  all  but  one  of  the  boards  have  undertaken  formal  reviews  of 
the  conditions  of  historical  records  with  their  states.  Based  on  their  findmgs,  each  has 
established  its  own  set  of  priorities  to  address  local  needs.  Grant  proposals  are  reviewed 
with  these  priorities  in  mind  and  new  projects  solicited  to  meet  identified  needs. 
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Council  of  State  Historical  Records  Coordinators 

Serving  as  links  between  the  national  and  the  state  efforts  are  the  56  state 
coordinators  who,  collectively,  comprise  the  Council  of  State  Historical  Records 
Coordinators.  The  Council  works  actively  with  the  national  commission  to  establish 
goals  and  priorities  and  to  keep  the  NHPRC  up  to  date  on  the  needs  of  each  state. 

The  Council  recently  completed  is  second  biennial  report  to  the  Commission  on  the 
conditions  of  historical  records  programs  in  the  states  which  is  summarized  below. 


Results  of  the  1993  Council's  biennial  report. 
Recognizing  Leadership  and  Partnership 

One  important  charge  to  the  Council  of  State  Historical  Records  Coordinators  is  the 
preparation  of  a  biennial  report  on  the  condition  of  records  in  the  states.  Its  second 
biennial  report,  released  in  March  1993,  focuses  on  statewide  initiatives  and  on  state  and 
local  government  records  programs.  The  report  indicates  significant  progress  in 
establishing  sound  programs  but  recognizes  that  major  challenges  lie  ahead. 


PROGRESS . 


BUT  CHALLENGES  REMAIN  . 


All  states  now  have  functional  state 
archives.  • 

10  state  archives  have  moved  into  new 
facilities  in  the  last  8  years. 


More  than  300,000  individuals  visit  state 
archives  each  year  to  conduct  research. 
400,000  additional  requests  for  assistance 
are  answered  by  telephone  or  mail. 

Usage  has  risen  dramatically  in  the  last 
few  years.  In  5  stale  archives  the  number 
of  patrons  doubled,  in  Kenhjcky  and 
Louisiana  it  more  than  tripled. 

29  states  have  issued  guidelines  for  the 
storage  of  records  in  optical  imaging 
systems. 


Staff  sizes  range  from  1  to  49,  resulting  in 
great  variances  in  the  services  available. 

State  archives  facilities  in  Delaware,  Idaho, 
Indiana,  Iowa,  Kansas,  New  York, 
Oklahoma,  North  Dakota,  Texas,  and 
Vermont  are  now  filled  to  capacity. 

Eleven  state  archives  have  tseen  forced  to 
reduce  the  number  of  hours  they  are  open 
for  research  because  of  budget  cuts. 


25  state  arcluves  have  lost  staff  due  to 
budget  cuts  in  the  last  ttiree  years,  making 
it  extremely  difficult  to  meet  rising 
demand. 

Optical  imaging  is  only  one  of  a  myriad  of 
complex  new  technologies  for  records 
storage  that  must  he  evaluated  for  long- 
term  use. 
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State  assessment  reports:  A  decade  of  review 

In  the  early  1980s,  NHPRC  decided  that  the  best  way  to  allocate  its  limited  resources 
was  through  a  process  of  strategic  planning.  The  Commission  made  funds  available  to 
each  state  through  its  SHRAB  to  assess  the  current  conditions  of  historical  records 
programs,  identify  needs,  and  establish  priorities  for  addressing  those -needs. 

Since  1982,  52  such  surveys  have  been  completed  describing  the  conditions  of 
historical  records  in  the  District  of  Columbia,  two  territories,  and  all  but  one  state.  In 
1993,  the  remaining  state,  Wyoming,  will  embark  on  its  survey.  Twelve  states  are 
already  updating  their  original  reports. 

These  surveys  have  brought  together  records  creators,  custodians,  and  users  to 
address  the  needs  of  a  wide  range  of  people  —  from  scholars  and  school  teachers  to 
public  officials  and  private  citizens.  The  resulting  reports  have  served  as  valuable 
planning  and  educational  tools.  Their  usefulness  has  been  proven  by  the  many  beneficial 
changes  they  have  fostered: 

•  Idaho  and  Rhode  Island  have  established  fully  functioning  state  archival 
programs; 

•  Oregon  and  California  won  approval  for  construction  of  new  facilities  for  their 
state  archives; 

•  Kentucky  and  Missouri  created  broad-scale,  ongoing  programs  that  provide 
grants  and  technical  support  to  help  local  government  officials  manage  their  records. 


**l0  *i0  4ht*  «X* 

»J»  t/fW  »J«  Wj* 


States  get  creative  in  raising  funds  and  public  awareness 

Savvy  fundraising 

Many  states  have  devised  innovative  programs  to  help  stretch  their  records- 
managing  dollars.  Kentuclcy,  for  instance,  used  a  1983  NHPRC  grant  so  effectively  that 
the  state  legislature  has  appropriated  $950,000  every  year  since  1986  to  sustain  the  local 
records  program. 

Several  other  states  have  enacted  modest  increases  in  local  document  filing  fees  and 
earmarked  these  for  local  government  archives  and  records  programs.  Such  legislation 
enables  New  York  to  distribute  about  $9  million  per  year  in  competitive  grants  to  local 
governments  and  to  support  regional  advisory  offices. 

Other  resourceful  examples: 

•  Virginia's  state  archives  supports  five  field  staff  positions  for  preserving  court 
records  from  a  one  dollar  increase  in  recording  fees. 

•  Missouri,  through  similar  creative  means,  has  distributed  $250,000  locally  for  the 
past  two  years  and  supports  21  field  archivists  who  provide  direct  training  and  technical 
service  to  local  governments 
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Spreading  the  gospel  of  historical  records 

To  get  the  word  out  about  the  value  of  historical  records,  and  the  importance  of 
saving  and  managing  them: 

•  the  Nevada  state  archivist  hosts  a  one-hour  weekly  radio  talk  show,  "History  for 
Lunch  Bunch"; 

•  Pennsylvania's  state  archives  holds  an  annual  "Family  Heritage  Day"  when  the 
public  can  bring  their  family  treasures  to  get  free  advice  about  preservation; 

•  New  York  produced  a  video  about  the  practical  uses  of  historical  records; 

•  Missouri  airs  aired  public  service  announcements  on  television  stations  statewide; 

•  other  states  celebrate  "Archives  Week,"  sponsor  conferences  and  workshops,  form 
associations,  and  produce  newsletters  and  exhibits. 


■'J*       •y*       »)>       »^       »j5 

To  obtain  copies  of  the  Council's  1993  biennial  report,  contact 
Gordon  Hendrickson,  Chair 
Council  of  State  Historical  Records  Coordinators 
State  Historical  Society  of  Iowa 
600  East  Locust 
Des  Moines,  lA  50319 


To  learn  more  about  how  you  can  help  promote  historical  records  programs  in  your 
state,  contact 

YourState  Historical  Records  Coordinator  or  a  member  of  your  State  Historical 
Records  Advisory  Board. 
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GRANT  APPROPRIATIONS  FOR  RELATED  AGENCIES,  1970-1993 
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Thursday,  March  25,  1993. 
BO  VIS,  INC. 

WITNESS 
PETER  M.  LEHRER 

INTRODUCTION 

Mr.  HoYER.  Next,  Peter  Lehrer  of  the  Bovis  Corporation.  Mr. 
Lehrer,  thank  you  very  much  for  being  with  us.  Your  statement 
will  be  included  in  the  record. 

Statement  of  Peter  Lehrer 

Mr.  Lehrer.  Thank  you,  Mr.  Chairman  and  Members  of  the 
Committee  for  this  opportunity  to  appear  before  you.  I  have  today 
a  unique  challenge  which  is  to  talk  about  one  of  the  most  impor- 
tant agencies  in  our  government,  the  GSA,  Public  Buildings  Pro- 
gram, and  do  it  in  five  minutes. 

I  come  to  you  and  I  speak  from  the  standpoint  of  two  distinct 
qualifications.  One,  our  company  is  the  second  largest  construction 
management  firm  in  the  country.  We  do  nearly  $2  billion  a  year  in 
construction.  We  have  a  staff  of  2,000  professional  managers,  and 
this  translates  into  90,000  on  site  and  off  site  related  jobs  each 
year. 

Two  are  also  a  client  of  the  GSA  and  in  that  capacity  we  are 
working  across  the  country  providing  services  through  the  CQM 
design,  build  and  developer  package  formats.  A  definition  of  con- 
struction management,  a  description  of  the  four  major  court  houses 
that  we  are  doing  is  included  in  my  statement.  As  is  a — I  am  from 
New  York  so  I  am  talking  fast,  as  is  a  description  of  the  different 
procurement  methods  used  for  each  project  with  the  strengths  and 
weaknesses  of  each  method. 

We  are  clearly  in  a  period  of  changing  times  where  the  trend  is 
to  reduce  cost,  improve  quality,  enhance  productivity  and  expedite 
delivery.  This  is  being  accomplished  in  the  private  and  public  sec- 
tors primarily  by  two  delivery  approaches.  One  by  out  sourcing  and 
two,  by  partnering.  The  planning,  design  and  construction  process 
in  both  public  and  private  sectors  is  complicated,  and  there  are  big 
bucks  at  stake  as  to  how  well  this  process  works.  I  have  three  spe- 
cific suggestions  for  you. 

The  scorekeeping  determination  as  to  whether  space  is  leased, 
built  or  bought  is  often  made  on  the  basis  of  a  one-year  analysis 
without  looking  at  the  total  cost.  This  negatively  impacts  on  plan- 
ning and  in  the  long  run  will  cost  government  more  money. 

Two.  Design/build  process  or  turnkey  approach  needs  better  defi- 
nition and  discipline.  The  short  list  for  competing  are  too  long,  the 
scopes  and  definitions  are  not  always  clear,  and  the  cost  of  partici- 
pating are  expensive.  Consideration  should  be  given  to  pre-qualifi- 
cation,  to  development  of  better  scopes  and  definitions  and  to  per- 
haps stipend  pay  to  competing  firms.  These  steps  will  definitely  im- 
prove the  quality  of  the  participants  and  ultimately  the  end  prod- 
uct. 
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Three,  consideration  should  be  given  to  central  planning.  This 
means  to  develop  strategies  and  uniformity  as  to  the  way  business 
is  done  throughout  all  GSA  regions.  The  use  of  CQM  firms,  con- 
struction quality  management  firms,  is  a  good  way  for  the  govern- 
ment to  respond  without  adding  additional  staff  and  overhead. 
Every  project  is  now  separately  procured,  which  is  time  consuming 
and  expensive  on  the  part  of  industry  and  the  government. 

One  suggestion  would  be  to  create  positive  opportunities  by 
grouping  projects  together  so  that  minorities,  women,  and  small 
business  enterprises  would  be  able  to  actively  participate  within 
those  groupings.  It  is  impossible  within  this  time  frame  to  obvious- 
ly address  all  the  issues  or  even  address  them  thoroughly. 

I  do  have  another  suggestion,  and  that  is  to  establish  a  small  in- 
dustry government  advisory  panel  made  up  of  representatives  of 
the  GSA,  representatives  of  perhaps  several  key  client  agencies, 
the  construction  industry,  and  the  design  professionals,  the  mission 
being  to  review  current  building  procedures. 

The  end  result  is  to  make  recommendations  to  make  this  process 
more  efficient,  fairer  and  more  responsive  to  the  Federal  building 
needs. 

In  closing,  I  would  like  to  say  that  we  have  found  this  program 
to  be  an  exciting  and  challenging  opportunity  for  us.  We  have  also 
been  very  pleased  with  the  cadre  of  public  service  personnel  that 
we  have  worked  with  on  our  sites  and  know  that  they  also  have 
the  same  interest  in  producing  quality  buildings  for  the  Federal 
work  force. 

I  would  really  like  to  thank  you  for  this  opportunity.  It  is  very 
difficult  in  five  minutes  to  say  all  of  this. 

Mr.  HoYER.  Mr.  Lehrer,  the  bad  news  is  your  time  is  up.  The 
good  news  is,  the  Chair  intends  to  schedule  a  major  hearing  on  how 
we  fund  public  buildings,  how  we  manage  the  construction  of  Fed- 
eral buildings.  I  have  long  felt  that  too  often  we  were  making,  as 
you  point  out,  short-term  decisions  based  upon  score  keeping  as  op- 
posed to  the  best  financial  way  to  pay  for  public  buildings. 

So  we  are  going  to  have  a  major  hearing,  at  which  time  we 
would  be  more  than  pleased  to  have  you  return.  At  that  time  you 
will  be  given  a  substantial  period  of  time  to  discuss  these  issues 
which  obviously  don't  lend  themselves  to  five  minutes  of  discussion. 

We  thank  you  for  your  testimony  and  I  knew  you  would  be 
pleased  to  hear  that  we  are  very  concerned  about  that  and  are 
going  to  have  a  hearing  devoted  to  the  issue  you  bring  up. 

Mr.  Lehrer.  Thank  you  very  much,  Mr.  Chairman.  I  welcome 
that  opportunity. 

Mr.  HoYER.  Thank  you  very  much,  Mr.  Lehrer. 

[The  statement  of  Mr.  Lehrer  follows:] 


69 


ti 


Bovis 


Bovis,  Inc. 

200  Park  Avenue 

New  York,  NY  10166 

Phone  212.592.6801 
Fax  212.949.2831 

PETER  M.  LEHRER 
Presideni 


STATEMENT  OF 

PETER  M.  LEHRER,  PRESIDENT 

BOVIS,  INC. 

BEFORE  THE 

TREASURY,  POSTAL  SERVICE  AND  GENERAL  GOVERNMENT  SUBCOMMITTEE 

OF  THE 

HOUSE  COMMITTEE  ON  APPROPRIATIONS 

ON 

THE  GENERAL  SERVICES  ADMINISTRATION'S 

CONSTRUCTION  OF  FEDERAL  BUILDINGS 

MARCH  25,  1993 


SubskUariesiLehrerMcGovem  Bovis,  Inc.,  McDevin  Sircei  Bovis,  Inc.  Schil  Bovis,  Inc 


CAMERA  COPY 


B&O 


70 


Mr.  Chairman  and  Members  of  the  Committee,  I  am  pleased  to  be  here  today  to  discuss 
the  General  Services  Administration  and  its  program  for  the  construction  of  federal  buildings. 

By  way  of  introduction,  I  am  Peter  M.  Lehrer,  President  of  Bovis,  Inc.,  a  holding  company 
for  three  construction  management  firms.  According  to  the  leading  trade  publication,  ENR  ,  the 
Bovis,  Inc.  companies  comprise  the  second  largest  conslmction  management  (CM)  concem  in 
the  country  with  $2.3B  in  constructed  value  of  projects  for  1991.  The  firms  comprising  Bovis, 
Inc.  are  Lehrer  McGovem  Bovis  (LMB),  headquartered  in  New  York  City  with  offices  in  Ithaca, 
New  York,  Princeton  New  Jersey,  Washington,  DC,  Indianapolis,  In,  and  Los  Angeles,  CA; 
McDevitt  Street  Bovis,  headquartered  in  Charlotte  NC  with  offices  in  Atlanta,  Orlando,  Dallas, 
Nashville,  Raleigh,  Columbia,  DC,  and  Gaithersberg;  and    Schal  Bovis,  Inc.  in  Chicago. 

The  firms  perform  CM  services  here  and  abroad  w/ith  our  portfolio  including:  renovation 
of  the  Statue  of  Liberty,  restoration  of  Ellis  Island,  numerous  residential  and  commercial  high- 
rises,  airports,  cultural  facilities,  EuroDisney  In  France  Canary  Wharf  and  Broadgate  in  London, 
and  the  Atlanta  Olympics. 

Cun-ently  LMB  is  the  most  active  company  in  the  federal  sector.  While  initially 
concentrating  primarily  on  private  sector  work,  LMB  has  expanded  its  market  activities  and  is  now 
active  in  institutional,  state,  municipal  and  federal  construction  markets. 

LMB  activity  in  the  GSA  segment  of  the  federal  mari<et  currently  includes  four  federal 
courthouses,  described  later  in  my  statement,  and  work  at  various  locations  to  build-out  space 
for  federal  agencies  in  lease  facilities. 
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LMB  does  not  serve  as  the  general  contractor  on  its  jobs,  but  rather  performs  sen/ices  as 
a  construction  manager  or  construction  quality  manager...  the  terms  are  interchangeable  with 
respect  to  government  work. 

For  purposes  of  today's  discussion,  let  me  suggest  that  we  define  a  construction  manager 
or  construction  quality  manager  as  including  the  following: 

•  providing  full-time  project  management  and  superintendent  staff  on  the  jobsite  for 
the  coordination  and  inspection  of  the  work; 

•  establishing,  implementing  and  maintaining  procedures  to  coordinate  the  owner, 
the  architect,  the  various  consultants  and  contractors  and  all  local  and 
governmental  agencies,  utilities,  etc.,  that  are  involved  in  the  project; 
preparation  and  development  of  on-site  recordkeeping  system  to  include  daily  logs, 
progress  schedules,  manpower  breakdowns,  financial  reports,  quantities,  material 
lists,  shop  drawing  logs; 

r 

preparation  of  a  fully-coordinated  schedule  for  each  trade  highlighting  areas 
affecting  quality  control,  to  revise  as  needed  throughout  the  project; 

•  establishing  a  computerized  quality  control  system  addressing  scope  of  woric, 
quality  of  installation;  review  of  design,  review  of  architect's  and  engineer's  punch 
lists; 

•  coordination  of  all  testing  provided  by  others,  as  required,  and  maintenance  of 
accurate  record  of  all  tests  and  inspections  conducted  and  findings; 

•  review  of  safety  program,  monitor  compliance  of  contractors,  monitor  fire  and 
safety  regulations; 
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•  review  and  assist  in  reconciliation  of  change  orders,  scope  changes,  design 
defects  or  deficiencies; 

run  weekly  job  meetings  with  the  contractors  and  other  necessary  parties  to 
discuss  procedures,  progress,  problems,  scheduling  and  open  items; 
continual  review  of  the  adequacy  of  each  contractor's  supervisory  personnel, 
equipment  and  availability  of  necessary  materials  and  supplies; 

•  coordination  of  the  work  of  all  contractors  until  final  completion  and  acceptance  of 
the  project  by  the  owner; 

coordination  of  the  close-out  procedure,  preparation  of  certificates  of  substantial 
and  final  completion  as  required,  assembling  of  all  guaranties,  warranties,  etc., 
coordinate  and  expedite  preparation  by  the  contractors  of  operating  manuals  and 
similar  instructions,  determine  value  of  uncorrected  work,  make  recommendations 
on  the  withholding  of  payments  where  deemed  necessary,  to  protect  the  owner 
and  expedite  preparation  of  the  as  built  drawings  of  the  entire  project  to  be 
submitted  to  the  owner  upon  final  completion  of  the  project. 

Construction  management  has  been  a  successful  and  widely  accepted  project  delivery 
method  in  the  private  sector  for  many  years.  It  is  now  gaining  growing  support  in  the  public 
sector,  and  in  the  federal  sector  in  particular. 

In  times  of  reduced  forces  in  the  public  sector,  construction  managers  can  be  of  significant 
assistance  to  the  facilities  personnel.  CMs  serve  as  an  extension  of  that  department  without 
incurring  the  permanent  overtiead  costs.  They  are  hired  to  act  as  the  representative  of  the 
agency  -  in  this  case  GSA  -in  reviewing,  monitoring,  organizing  and  managing  the  activities  of  the 
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architect,  the  general  contractor  and  the  various  specialty  trades,  subcontractors  and  suppliers 
involved  in  the  job.  Construction  managers  are  particulariy  beneficial  on  large  and/or  complex 
projects  involving  many  subcontractors  and  suppliers,  and  with  critical  scheduling  and  budgeting 
concems,  time  constraints  and  funding  limits. 

LMB'S    GSA  PROJECTS 

LMB  has  experienced,  in  a  relatively  brief  time  span,  a  variety  of  procurement  methods 
used  by  the  GSA,  all  of  w/hich  are  valid  and  which  have  a  place  in  federal  procurement. 

As  the  GSA  increases  its  use  of  construction  managers  on  projects,  I  believe  the  agency 
will  find  its  rate  of  "successful"  projects  will  increase.  Successful  in  my  mind  implies  a  quality 
product  brought  in  on  time,  within  budget  and  with  a  minimum  of  claims,  delays,  and  changes, 
and  keeping  the  GSA  and  its  client  agency  pleased  with  the  resulting  product. 

LMB'S  cun^ent  and  recent  GSA  work  portfolio  includes: 

•  Foley  Square  Courthouse,  New  York  City 

A  $160M  27-story  tower  housing  43  courtrooms  and  Grand  Ceremonial  Courtroom, 
with  space  for  judges'  chambers,  juries,  lawyers,  detention  facilities,  libraries  and 
staff  functions.  This  972,000  square-foot  facility,  which  will  be  ready  for  occupancy 
in  1994,  is  being  constructed  of  materials  compatible  with  those  used  in  other 
landmark  buildings  in  Foley  Square. 
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Whtte  Plains  Courthouse,  White  Plains  New  Yor1< 

The  Federal  Courthouse  at  White  Plains  is  a  six-story,  155,000  square  foot 
building  that  will  house  7  courtrooms  and  support  spaces,  including  judges' 
chambers,  offices  for  the  U.S.  Attorney,  U.S.  Marshals,  Public  Defenders,  and  jury 
facitities.   The  construction  cost  is  $34. 5M  with  completion  scheduled  for  1994. 

Ninth  Circuit  Court  of  Appeals  Renovation,  San  Francisco,  Califomia 

This  is  a  $95M  seismic  retrofit,  renovation  and  restoration  of  the  United  States 

Court  of  Appeals  Building.    Originally  built  in  1905,  and  listed  on  the  National 

Registry  of  Historic  Places,  this  330,000  square  foot  facility  has  been  unoccupied 

since  the  1989  Loma  Prieta  earthquake.     Exterior  and  interior  renovation  and 

restoration  will  include  extensive  repair  of  millwork  and  cabinetry  and  removal, 

repair  and  reinstallation  of  historic  fixtures  such  as  ornamental  iron,  and  restoration 

of  the  marble  and  mosaic  work.    Construction  is  scheduled  to  be  completed  in 

September  1995. 

Long  Island  Courthouse,  Islip,  New  York 

The  project  is  a  new  federal  courthouse  building  being  built  on  a  25  acre  site  in 

Islip,  New  York  for  the  Eastem  District. 

The  building  consists  of  34  courtrooms  and  judges  chambers  and  ancillary  spaces. 
There  are  1,100  outdoor  parking  spaces  and  345  secure  indoor  parking  spaces  in 
the  facility.  The  area  of  the  building  is  about  850,000  and  the  construction  cost  is 
$193,800,000.  The  job  will  be  built  in  2  phases  to  take  care  of  the  ten  and  thirty 
year  court  program  requirements. 
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LMB's  role  on  the  project  is  CQM  (Construction  Quality  Management). 

Interior  Build-out,  Washington,  O.C. 

These  projects  were  procured  by  GSA  by  several  different  methods,  each  of  which 
Is  an  appropriate  method  given  the  individual  circumstances  of  the  job.  In  reviewing  these  various 
methods,  we  have  noted  what  worked  particulariy  well  and  where  some  clarification  or  alteration 
to  the  procedure  may  have  made  for  a  smoother  procurement  process. 

Foley  Square 

The  procurement  method  used  in  this  case  was  that  of  a  developer  submitting  a  total  tumkey 
package  including  design  and  constmction  at  a  guaranteed  price.  A  design  competition  was 
held  and  the  selection  was  made  based  upon  the  best  design  and  price  in  the  best  interest  of  the 
govemment.  LMB  is  acting  as  the  Construction  Manager,  under  contract  to  the  developer,  for  the 
structural  portion  of  the  project.  The  project  Is  presently  ahead  of  schedule  and  is  a  model 
project  for  this  type  of  procurement  process  for  GSA  in  general  and  region  2,  in  particular.  The 
positive  points  of  this  procurement  method  are  that  GSA,  through  a  single  source  (a  national 
reorganized  developer  with  highly-regarded  construction  management  and  design  team  members) 
is  able  to  secure  the  highest  quality  facility  with  a  guaranteed  price  based  on  a  predetermined  and 
judged  scope  of  work  without  the  necessity  of  being  involved  in  multiple  contracts  requiring  a 
large  involvement  of  an  extensive  staff.  The  negatives  of  such  a  mode  are  that  once  the  scope 
is  approved  any  revisions  may  happen  out  of  sequence.  It  is  essential  in  this  method  that  a  mode 
of  cooperation  exist  between  the  developer  and  GSA.  It  is  critical  that  the  total  scope  in  this 
method  be  clear  to  avoid  cost  over-runs  which  will  the  govemment  will  have  little  control  over. 
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White  Plains 

The  procurement  mefhod  used  on  this  project  is  the  design/build  process.  Once  again  the 
government  has  a  guaranteed  price  for  a  building  selected  through  a  competitive  process-  A 
developer  is  not  involved.  The  construction  manager  holds  the  contract  with  the  government,  and 
the  design  team  works  directly  for  the  CM.  This,  also  is  a  model  project  for  the  government 
because  of  the  spirit  of  cooperation  and  understanding  between  the  GSA  and  LMB. 

The  pluses  of  such  a  procurement  method  are  a  single  source  responsibility,  open  competition 
for  both  design  and  price  with  the  winning  selection  being  to  the  best  interest  of  the  government, 
a  guarantee  based  on  the  submitted  scope  and  a  faster  overall  delivery  process.  The  potential 
negatives,  although  not  present  on  this  project,  are  the  fact  that  the  construction  manager  is  in 
control  of  the  designer  and  the  government  (client)  has  no  central  control.  Again,  it  is  critical  that 
the  scope  be  clearly  developed  and  understandable,  to  avoid  subjecting  the  government  to 
change  orders. 
Example: 

On  this  project,  a  serious  problem  was  noted  at  the  beginning  of  the  work,  and  resolved  quickly, 
by  the  team.  The  original  program  requirements  mandated  a  design  which  included  90,000  net 
occupiable  square  feet  to  be  constructed  within  a  total  gross  area  of  140,000  square  feet.  Due 
to  the  particular  circulation  parameters  and  separation  function  required  of  a  judicial  facility  - 
namely  prisoner  security,  judiciary  restricted  areas  and  public  space,  it  was  not  physically  possible 
to  accommodate  the  needs  within  the  total  gross  square  footage. 

Lehrer  McGovem  Bovis,  as  the  CM,  spearheaded  a  cooperative  effort  with  the  architect,  working 
closely  with  the  United  States  District  Courts,  the  U.S.  Attomeys  Office  and  the  U.S.  Marshals 
Service  to  identify,  combine  and  economize  various  components  of  tenant  agency  spaces.   The 
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ptx>cess  was  an  interactive  one  and  although  the  buildings'  gross  size  had  to  be  increased  by 
approximately  15,000  square  feet,  the  goal  was  achieved. 

San  Francisco  and  (slip 

On  both  of  these  projects,  the  government  employs  a  competition  to  select  the  design  team  who 
will  be  under  direct  contract  to  the  govemment.  The  govemment  controls  the  entire  design 
process  and  then,  once  complete,  employs  the  general  bid  process  for  a  general  contractor  with 
the  lowest  price.  A  construction  quality  manager  is  then  employed  by  the  govemment  to  act  as 
an  extension  of  the  agency  to  oversee  and  administer  the  contract.  The  CQM  is  acting  totally 
to  the  benefit  of  the  govemment  ensuring  that  the  contract  requirements  are  delivered  In  total. 

Pluses  of  this  method  are  that  the  design  has  been  controlled  by  the  govemment,  the  lowest  bid 
by  the  most  qualified  firm  has  been  received  and  accepted,  a  highly  qualified  professional  firm 
acts  in  an  oversight  role  minimizing  problems  and  potential  cost  over-runs.  The  potential 
negatives  are  that  once  the  project  is  bid,  a  potential  adversarial  relationship  can  exist  between 
the  general  contractor  and  the  govemment.  The  expertise  of  the  CQM  should  be  fully  used  in 
the  design  process  to  assist  the  govemment  client  in  keeping  change  orders  to  a  minimum. 

Interior  Build-Out 

800  North  Capitol  Street 

Washington,  D.C. 

This  GSA  project  involved  the  agency  first  selecting  a  lease  facility  through  a  competitive 

procurement.    Part  of  the  requirements  for  the  award  was  that  the  owner  have  the  265,000 

square  foot  interior  build-out  of  the  facility  available  for  rapid  occupancy  by  the  nine  agencies 

scheduled  to  move  to  it,  with  the  first  move-ins  occurring  in  month  six  and  the  project  completed 

by  month  eight.  This  rapid  occupancy  requirement  was  to  avoid  the  necessity  of  GSA  negotiating 
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short-term  lease  extensions  at  the  existing  leased  facilities.  In  addition,  $3M  of  above  standard 
upgrades  were  required  to  be  added  to  the  facility,  to  meet  the  needs  of  the  agencies. 

The  winning  owner  was  responsible  for  putting  together  the  team  to  design  and  construct  the 
work.    LMB  served  as  the  CM.   The  project  was  completed  on  schedule  and  within  budget. 

The  advantage  of  awarding  a  lease  and  requiring  the  winning  owner  to  deliver  the  completed 
build-out  is  that  the  developer  is  able  to  quickly  select  a  team  which  has  worked  together  and, 
in  this  Instance,  knew  the  facility,  as  the  team  had  built  the  building  for  the  owner  the  prior  year. 
The  possible  negatives  again  come  down  to  delays  and  change  orders  which  might  occur  if  the 
scope  of  the  project  is  not  clearly  presented  by  the  agency  at  the  outset  or  if  communications 
between  the  agencies  and  the  design/construction  team  are  unclear  or  slow. 

Problems  can  be  noted  early  in  the  process  and  resolved  with  a  minimum  of  cost,  time 
and  anxiety. 

RECOMMENDATIONS  TO  IMPROVE  GSA'S  BUILDING  PROCESS 

1.  A  major  stumbling  block  to  timely  acquisition  of  facilities  for  federal  departments  and 
agencies  is  the  position  taken  by  the  Office  and  Management  and  Budget  (OMB)  in  scorekeeping 
the  expenditures. 

Currently,  the  OMB  scorekeeps  the  entire  cost  of  construction  of  a  facility,  or  tKe  entire  cost  of 
purchasing  a  facility,  in  the  first  year  of  the  project,  rather  than  amortizing  the  costs  over  the 
actual  construction  period,  or  over  the  expected  use  life  of  the  purchased  building. 
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While  this  makes  the  budget  bottom  line  look  better  for  the  current  year,  it  is  fiction  in 
terms  of  actual  costs  to  the  government  This  committee  previously  has  been  shown  by  GSA  that 
the  actual  costs  to  lease  a  facility  are  far  greater  over  the  life  of  the  facility  use  than  are  the  costs 
to  build  or  buy  an  existing  building  We  encourage  this  Committee  and  the  Congress  to  direct 
OMB  to  cease  its  differentiation  in  scorekeeping  between  acquisition  of  facilities  for  ownership  by 
the  federal  government,  and  leasing  of  facilities,  wtiich  has  a  built  in  bias  against  federal 
ownership  of  facilities. 

2.  While  the  LMB  team  did  not  incur  the  difficulties  on  the  White  Plains  Design/Build 
procurement  process  that  have  occurred  on  other  projects,  we  still  urge  the  GSA  to  be  fimi  in  its 
definition  of  a  "short-list". 

The  procurement  process  for  Design/Build  teams  and  for  construction  quality  managers, 
is  basically  a  two-step  process.  The  first  step  involves  the  finm  or  the  team  submitting  their 
qualifications  and  technical  experience  to  the  agency.  This  will  spell  out  past  experience  on 
similar  sized  or  complex  jobs,  experience  of  the  team  members  working  together  on  similar 
projects,  and  a  summary  of  personnel  to  be  used  on  the  project  with  their  relevant  experience. 
After  a  GSA  selection  board  reviews  this  information,  a  "short-list"  is  to  be  selected  of  the  most 
technically  qualified  finns,  who  will  move  to  the  next  phase  of  the  procurement  process. 

Each  "short-listed"  company  or  team  then  gives  a  more  in-depth  presentation  to  a 
selection  board,  including  details  such  as  management  and  safety  plans,  and  reporting  system. 
At  this  time  a  hard  fee  number  is  submitted  for  the  services  to  be  rendered.  The  final  selection, 
as  we  understand  it,  is  based  on  a  combination  of  the  technical  merits,  the  details  provided  at  the 
presentation,  and  the  fee. 
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For  this  system  to  work,  it  is  important  that  there  be  a  true  "short-list"  of  final  firms  or 
teams.  Three  to  five  seems  to  be  the  most  workable  number  in  the  private  sector  and  has  been 
workable  on  public  procurements  as  well. 

When,  as  happened  in  Detroit  on  the  IRS  project,  the  so-called  "short-list"  contains 
almost  all  of  the  original  submitters,  and  there  are  six  major  amendments  to  the  request  for 
proposal  added  by  the  agency  during  the  process,  the  costs  become  prohibitive  and  the  odds  of 
winning  a  job  decrease.  It  is  not  unusual  for  a  team  on  a  design-build  submission  to  expend 
$300,000  to  $500,000  in  preparation  of  the  proposal.  Those  costs  are  not  reimbursed.  A  firm 
is  more  likely  to  have  continued  interest  in  pursuing  federal  work  if  the  competition  in  the  final 
round  is  a  reasonable  number  of  truly  qualified  proposers 

3.  We  suggest  that  the  Central  OfTice  of  the  GSA's  Public  Buildings  Service  be  encouraged 
to  assert  more  authority  over  the  regions  and  direct  that  CQM  services  be  required  on  projects 
of  a  certain  complexity  or  a  certain  size,  and  that  they  be  optional  on  projects  of  lesser  scope  or 
challenge. 

The  Central  Office  of  GSA  is  supportive  of  CQM.  Your  sister  subcommittee  having 
jurisdiction  over  the  Veterans  Administration  program  recommended  use  of  CM  as  a  management 
assist  to  reduce  costs  and  improve  project  delivery  for  VA  work  in  the  FY91  appropriations  cycle. 

Reduced  or  static  numbers  of  facilities  staff  in  the  various  regions  are  faced  with 
substantial  building  programs  such  as  courthouse  construction  needs,  various  federal  office 
consolidations  underway  and  the  anticipated  need  for  major  renovation  of  significant  existing 
federal  facilities  and  laboratories.    It  is  difficult  to  understand  why  some  regions  of  the  GSA  are 
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still  unwilling  to  use  the  services  of  Constaiction  Managers  as  a  means  of  extending  their 
capabilities  to  oversee  the  work  underway. 

4.  Since  CM  services  are  essentially  professional  services  rather  than  "bricks  and  nnortar" 

activities,  we  recommend  that  the  GSA  and  the  federal  govemment,  agency-wide,  consider  a 
change  in  the  procurement  procedure  to  allow  for  selection  of  the  CM  under  a  Brooks  Act-like 
methodology,  with  qualifications  and  experience  the  ruling  criteria  in  selection,  not  price. 
Construction  managers  are  the  professionals  of  the  construction  industry,  with  the  bulk  of  their 
employees  being  engineers,  architects,  estimators,  schedulers  and  other  experienced  in 
management  skills  necessary  to  the  industry.  Selection  of  CM's  should  focus  on  the 
professionalism,  experience  and  technical  assets  a  CM  brings  to  the  particular  job. 

Mr.  Chairman,  I  have  observed  on  the  work  we  are  doing  for  the  Federal  govemment,  as 
well  as  federal  work  generally,  that  there  are  some  economies  which  can  be  found  in  the  process 
and  there  is  a  need  to  review  standards. 

A  public  building  can  be  a  point  of  pride  in  a  community  and  add  stature  and  aesthetics 
to  an  area.  I  believe  that  we  should  always  strive  for  public  facilities  which  are  well-designed  and 
which  reflect  the  function  of  the  tenant  agency  ana  role  of  the  federal  govemment. 

This  might  be  a  good  time  to  stand  back  and  consider  a  review  of  design  standards  in  the 
federal  govemment.  Consideration  should  be  given  to  the  desirability  of  always  designing  a 
building  to  be  compatible  with  its  surroundings  and  with  the  community  in  general;  exterior  use 
of  material  and  color  v\/hich  complement  the  surroundings;  a  necessary  blending  of  form  and 
function.  This  doesn't  mean  the  most  expensive  design  is  best  or  that  the  least-costly  is  the 
answer. 
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Consideration  might  be  given  to  creating  a  limited-duration  industry  advisory  group 
comprised  of  representatives  from  the  federal  agencies,  including  GSA  and  some  of  its  client 
agencies,  as  well  as  representatives  from  the  construction  and  design  sectors,  to  make 
recommendations  on  standards,  economies,  delivery  systems  and  design  participation. 

I  believe  that  methods  can  be  uncovered  to  result  in  reductions  of  costs  through 
economies  of  scale.  Granted  that  not  every  courthouse  can  be  built  the  same  or  every  federal 
office  building  can  be  the  same,  exteriorly.  There  are,  hovi^ever,  certain  basic  functions  of  offices 
which  are  standard,  or  nearly  so,  and  which  hold  potential  savings  in,  for  example,  the  design 
phase  or  in  purchase  of  materials  or  fumishings. 

I  encourage  the  members  of  this  committee  to  consider  my  comments  in  the  spirit  in  which 
they  are  intended  ...  to  assist  in  the  continuing  quest  for  quality  federal  facilities  not  constructed 
cheaply... but  constructed  at  a  fair  cost  through  use  of  wise  design  and  conslmction  decisions. 


Mr.  Chairman  and  members  of  the  subcommittee,  although  LMB  is  a  relative  newcomer 
to  the  federal  construction  market,  we  have  found  it  to  offer  exciting  challenges  and  opportunities. 
We  have  been  pleased  with  the  talented  and  experienced  cadre  of  public  buildings  service 
personnel  we've  come  In  contact  with  on  our  job  sites  and  know  that  they  are  also  looking  to 
assure  that  quality  facilities  are  built  to  house  the  federal  workforce. 

I  thank  you  for  this  opportunity  to  appear  before  you  today  and  present  a  brief  summary 
of  our  experiences  with  the  federal  building  process  and  some  of  our  thoughts  on  how  to  improve 
its  efficiency  and  final  product. 

I  will  be  happy  to  respond  to  any  questions  you  may  have. 
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Thursday,  March  25,  1993. 

WITNESSES 

HON.  HENRY  BONILLA,  A  REPRESENTATIVE  IN  CONGRESS  FROM  THE 
STATE  OF  TEXAS 

SAUL  N.  RAMIREZ,  JR.,  MAYOR,  LAREDO,  TEXAS 

Mr.  HoYER.  Next  we  have  our  colleague  on  the  Appropriations 
Committee  from  the  State  of  Texas,  Mr.  Bonilla.  I  understand  he  is 
here  with  the  Mayor  of  Laredo,  Texas,  who  is  going  to  sing  for  us; 
is  that  correct?  We  are  very  pleased  to  have  both  of  you.  Mr. 
Mayor,  we  are  pleased  to  have  you  with  us,  sir. 

Mr.  Bonilla.  Thank  you,  Mr.  Chairman.  Thank  you  for  giving 
me  the  opportunity  today  to  introduce  my  special  guest  here  today. 
As  you  know,  I  represent  a  district  that  has  over  600  miles  of  the 
Texas/Mexico  border  and  as  the  Subcommittee  is  charged  with  the 
responsibility  of  U.S.  Customs  Service,  your  exemplary  work  great- 
ly impacts  my  constituents  and  thus  impacts  the  rest  of  the  nation 
as  well  because  all  that  traffic  that  comes  through  there  does  not 
stop  at  the  border.  It  moves  to  all  50  States  north  of  there. 

The  people  of  the  23rd  district  greatly  appreciate  all  the  subcom- 
mittee does  to  help  border  towns.  We  know  this  subcommittee  will 
work  hard  to  adequately  fund  Customs  to  move  more  traffic  across 
our  border  and  fuel  the  economy  of  our  Nation.  And  in  that  regard 
we  are  asking  for  full  authorization  of  300  additional  agents.  Many 
of  the  bridges  down  there  need  that.  The  mayor  will  address  that 
more  specifically. 

The  entire  border  region  would  greatly  benefit  if  this  request 
were  included  in  the  annual  baseline  budget  for  fiscal  year  1994.  I 
believe  America's  future  prosperity  depends  on  free  trade  promoted 
by  the  gentleman  I  am  introducing  today.  He  and  I  have  spent 
many  hours  discussing  NAFTA,  Mayor  Saul  Ramirez  of  Laredo, 
Texas. 

Mayor  Ramirez  was  elected  in  1990  and  is  the  city's  youngest 
mayor.  The  mayor  and  I  represent  a  city  with  a  proud  tradition 
and  history.  Laredo  was  once  the  capital  of  its  own  nation,  the  Re- 
public of  Rio  Grande. 

The  city  of  Laredo  and  Webb  County  are  unique  in  that  it  bor- 
ders three  Mexican  states  and  has  the  potential  to  become  the  larg- 
est inland  port  in  the  entire  world.  Laredo  is  the  largest  inland 
port  for  U.S.-Mexican  trade  now.  Currently  three  international 
bridges  serve  traffic  between  Laredo  and  Mexico  and  the  construc- 
tion of  a -fourth  international  bridge  is  already  in  the  planning 
stages,  so  one  can  see  that  Laredo  is  poised  to  become  the  gateway 
for  NAFTA. 

Laredo's  transportation  numbers  are  very  impressive.  The  mayor 
will  elaborate.  In  December  of  last  year,  almost  50,000  trucks  came 
across  carrying  U.S.  exports  entering  Mexico  through  Laredo.  If 
these  trucks  were  lined  up  on  Interstate  35,  the  end  of  this  line 
would  almost  reach  to  the  great  State  of  Oklahoma,  the  home  of 
my  distinguished  colleague,  Mr.  Istook  on  this  committee,  and  Mr. 
Chairman,  in  your  home  state  of  Maryland,  these  trucks  would 
cover  highway  301  from  Bowie  to  Newberg,  Maryland,  five-and-a- 
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half  times  end  to  end.  Rail  traffic  is  also  increased,  auto  crossings 
have  been  increased. 

Mr.  HoYER.  My  constituents  would  be  very  angry  if  that  hap- 
pened. 

Mr.  BoNiLLA.  We  will  try  to  keep  them  moving.  The  result  of  this 
is  that  the  border  area  not  too  long  ago,  about  10  years  ago,  had 
unemployment  rates  bordering  double  digits  approaching  20  per- 
cent and  because  of  all  this  growth,  unemployment  is  now  below  10 
percent  in  many  of  the  border  areas  and  holding.  Nearly  10,000 
new  jobs  have  been  created  in  Laredo  from  1989  to  1992.  The  city 
boasts  growth  in  the  cattle,  fruit  and  vegetable  and  oil  and  gas, 
tourism,  retail  and  international  trade  industry.  The  city  antici- 
pates continued  industrial  and  population  growth. 

It  is  now  the  largest — I  am  sorry,  the  fastest  growing  city  in  the 
entire  State  of  Texas.  Mr.  Chairman,  the  city's  growth  is  the  prod- 
uct of  proven  leadership  by  the  mayor  of  Laredo  and  our  mayor's 
hard  work  and  determination  of  promoting  trade,  free  enterprise 
and  an  entrepreneurial  spirit  in  Laredo  has  made  it  one  of  the 
model  border  towns  in  the  United  States. 

It  is  with  a  great  deal  of  Texas  pride  that  I  introduce  to  this  com- 
mittee Mayor  Saul  Ramirez. 

Mr.  HoYER.  Mayor  Ramirez,  we  are  very  pleased  to  have  you 
here  and  your  entire  statement  in  the  record  at  the  appropriate 
place.  If  you  would  like  to  highlight  that  statement,  it  would  be 
nice  to  hear  from  you,  sir. 

[The  statement  of  Congressman  Bonilla  follows:] 
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STATEMENT  BY  CONGRESSMAN  HENRY  BONILLA  (R-TX-23) 

HOUSE  SUBCOMMITTEE  ON  TREASURY/ POSTAL  SERVICE 

COMMITTEE  ON  APPROPRIATIONS 

MARCH  25,  1993 

MR.  CHAIRMAN,  I  REPRESENT  A  DISTRICT  THAT  HAS  OVER  600  MILES  OF 
BORDER  WITH  MEXICO.   AS  THE  SUBCOMMITTEE  IS  CHARGED  WITH  THE 
RESPONSIBILITY  OF  THE  U.S.  CUSTOMS  SERVICE  YOUR  EXEMPLARY  WORK 
GREATLY  IMPACTS  MY  CONSTITUENTS.   THE  PEOPLE  OF  THE  23RD  DISTRICT 
GREATLY  APPRECIATE  ALL  THIS  SUBCOMMITTEE  DOES  TO  HELP  BORDER 
TOWNS.   WE  KNOW  THIS  SUBCOMMITTEE  WILL  WORK  HARD  TO  ADEQUATELY 
FUND  CUSTOMS.   OUR  NATION  NEEDS  TO  BE  FORWARD  LEANING  WITH  REGARD 
TO  THE  AUTHORIZATION  OF  300  ADDITIONAL  AGENTS.   THE  ENTIRE  BORDER 
REGION  WOULD  GREATLY  BENEFIT  IF  THIS  REQUEST  WAS  INCLUDED  IN  THE 
ANNUAL  BASELINE  BUDGET  FOR  FY  1994.   I  BELIEVE  AMERICA'S  FUTURE 
PROSPERITY  DEPENDS  ON  FREE  TRADE  PROMOTED  BY  THE  GENTLEMAN  I  AM 
INTRODUCING  TODAY;  MAYOR  SAUL  RAMIREZ  OF  LAREDO,  TEXAS. 

MAYOR  RAMIREZ  WAS  ELECTED  IN  1990  AND  IS  THE  CITY'S  YOUNGEST 
MAYOR.   THE  MAYOR  AND  I  REPRESENT  A  CITY  WITH  A  PROUD  TRADITION 
AND  HISTORY.   LAREDO  WAS  ONCE  THE  CAPITOL  OF  IT  OWN  NATION,  THE 
REPUBLIC  OF  RIO  GRANDE. 

THE  CITY  OF  LAREDO  AND  WEBB  COUNTY  ARE  UNIQUE  IN  THAT  IT  BORDERS 
3  MEXICAN  STATES  AND  HAS  THE  POTENTIAL  TO  BECOME  THE  LARGEST 
INLAND  PORT  IN  THE  WORLD.   LAREDO  IS  THE  LARGEST  INLAND  PORT  FOR 
U.S. -MEXICAN  TRADE.   CURRENTLY  THREE  INTERNATIONAL  BRIDGES  SERVE 
TRAFFIC  BETWEEN  LAREDO  AND  MEXICO  AND  CONSTRUCTION  OF  A  FOURTH 
INTERNATIONAL  BRIDGE  IS  ALREADY  IN  THE  PLANNING  STAGES.   SO  ONE 
CAN  SEE  THAT  LAREDO  IS  POISED  TO  BECOME  THE  "GATEWAY  FOR  NAFTA. " 

LAREDO'S  TRANSPORTATION  NUMBERS  ARE  IMPRESSIVE.   IN  DECEMBER 
1992,  47,911  TRUCKS  CARRYING  U.S.  EXPORTS  ENTERED  MEXICO  THROUGH 
LAREDO.   IF  THESE  TRUCKS  WERE  LINED  UP  ON  INTESTATE  35,  THE  END 
OF  THE  LINE  WOULD  ALMOST  REACH  OKLAHOMA.   MR.  CHAIRMAN,  IN  YOUR 
HOME  STATE  OF  MARYLAND,  THESE  TRUCKS  WOULD  COVER  HIGHWAY  301  FROM 
BOWIE  TO  NEWBURG,  MARYLAND  FIVE  AND  A  HALF  TIMES  END  TO  END. 
RAIL  TRAFFIC  HAS  INCREASED  67.3  PERCENT  TO  110,000  RAIL  CARS  IN 
1992  GOING  FROM  LAREDO  INTO  MEXICO.   AUTO  CROSSING  FROM  LAREDO  TO 
MEXICO   TOTALED  7.1  MILLION  IN  1992.   MEXICO  BOUND  TRUCK  TRAFFIC 
WAS  HEAVIEST  IN  OCTOBER,  WHEN  49,000  TRUCKS  ROLLED  OVER  THE  RIO 
GRANDE.   DURING  1992,  PERSONS  WALKING  FROM  LAREDO  TO  NUEVO  LAREDO 
TOTALED  3.9  MILLION.   DECEMBER  WAS  THE  BUSIEST  MONTH,  WITH 
415,000  PEDESTRIANS  CROSSING  THE  INTERNATIONAL  BRIDGES. 
PASSENGERS  DEPARTING  FROM  LAREDO  INTERNATIONAL  AIRPORT  TO  OTHER 
CITIES  TOTALED  99,000  IN  1992,  UP  17.1  PERCENT  OVER  1991. 

NEARLY  10,000  NEW  JOBS  HAVE  BEEN  CREATED  IN  LAREDO  FROM  1989  TO 
1992.   THE  CITY  BOASTS  GROWTH  IN  THE  CATTLE,  FRUIT  AND  VEGETABLE, 
OIL  AND  GAS,  TOURISM,  RETAIL  AND  INTERNATIONAL  TRADE  INDUSTRIES. 
RETAILING  IS  THE  MOST  IMPORTANT  SECTOR  OF  LAREDO'S  ECONOMY.   IT 
BOTH  DETERMINES  AND  MANIFESTS  THE  HEALTH  OF  THE  LOCAL  ECONOMY. 
THE  CITY  ANTICIPATES  CONTINUED  INDUSTRIAL  AND  POPULATION  GROWTH. 
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ACCORDING  TO  THE  U.S.  CENSUS  LAREDO  GREW  AT  A  4.9  PERCENT  RATE 
FROM  1990  TO  1991  MAKING  LAREDO  THE  FASTEST  GROWING  CITY  IN 
TEXAS. 

MR.  CHAIRMAN,  THE  CITY'S  GROWTH  IS  THE  PRODUCT  OF  PROVEN 
LEADERSHIP  BY  THE  PEOPLE  OF  LAREDO  AND  OUR  MAYOR.   HIS  HARD  WORK 
AND  DETERMINATION  OF  PROMOTING  TRADE,  FREE  ENTERPRISE,  AND  AN 
ENTREPRENEURIAL  SPIRIT  IN  LAREDO  HAS  MADE  IT  ONE  OF  THE  MODEL 
BORDERTOWNS  IN  THE  UNITED  STATES.   IT  IS  WITH  GREAT  DEAL  OF  TEXAS 
PRIDE  THAT  I  INTRODUCE  TO  THIS  COMMITTEE,  MAYOR  SAUL  RAMIREZ. 
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Statement  of  Mayor  Ramierez 

Mr.  Ramierez.  Thank  you,  Mr.  Chairman,  and  members  of  the 
Subcommittee.  My  name  is  Mayor  Saul  Ramierez.  I  am  the  mayor 
of  the  City  of  Laredo,  a  city  of  140,000  on  the  U.S./Mexico  border 
and  the  fastest  growing  city  in  Texas.  I  am  also  the  President  and 
founder  of  pro-NAFTA.  Pro-NAFTA  is  an  organization  by  U.S.  lo- 
cally elected  officials  which  has  as  its  goal  helping  other  officials 
realize  the  positive  economic  opportunity  that  the  proposed  North 
American  Free  Trade  Agreement  provides,  not  just  for  the  border 
regions  but  for  the  entire  country. 

We  believe  that  a  key  part  of  realizing  this  opportunity  is  ade- 
quate investment  in  infrastructure  by  both  the  United  States  and 
Mexico,  and  adequate  staffing  of  facilities  for  U.S.  agencies  such  as 
the  Customs  Service.  I  am  pleased  to  be  here  this  morning  to  testi- 
fy regarding  adequate  funding  for  the  U.S.  Customs  Service,  specif- 
ically. 

I  want  to  urge  your  support  for  full  funding  for  additional  Cus- 
toms inspector  positions  in  1994  and  for  adequate  planning  and 
funding  for  future  increases  in  Customs  Service  staffing  and  facili- 
ties on  the  U.S. /Mexican  border.  The  Customs  Service  staffs  on  the 
border  already  have  a  heavy  work  load.  Increased  trade  with 
Mexico  produces  increased  revenues  for  the  U.S.  Treasury  and  U.S. 
business  and  workers  and  resources  for  Customs  and  Immigration 
Naturalization  Service  should  not  diminish  but  should  also  in- 
crease. 

The  city  of  Laredo  is  the  largest  inland  port  in  the  United  States. 
If  you  look  at  the  attached  map  showing  Laredo's  strategic  loca- 
tion, you  can  see  how  we  serve  as  the  gateway  for  international 
trade  with  the  south  throughout  the  eastern  half  and  middle  of 
this  country.  60  percent  of  the  truck  traffic  going  south  in  the 
United  States  into  Mexico  goes  through  Laredo.  In  1986,  236,000 
trucks  went  to  Mexico  through  the  port  of  Laredo.  The  figure  in 
1992  was  652,731.  We  project  772,000  trucks  will  go  through  Laredo 
southbound  into  Mexico  in  1993,  a  227  percent  increase. 

Similar  increases  are  occurring  northbound.  These  are  the  num- 
bers before  implementation  of  the  North  American  Free  Trade 
Agreement.  The  increases  will  be  even  sharper  once  this  happens. 
It  will  also  increase  the  number  of  Customs  inspections  needed. 
Laredo  is  also  the  major  city,  U.S.  inland  port  for  rail  freight  move- 
ment into  Mexico.  Railroad  car  crossings  southbound  in  Laredo  to 
Mexico  increased  from  28,000  in  1986  to  108,000  in  1992,  an  almost 
300  percent  increase. 

At  the  Laredo  International  Airport,  5,316  aircraft  arrived  from 
Mexico  in  1992.  In  the  first  two  months  of  1993,  1,860  aircraft  ar- 
rived. At  that  rate  the  1993  figure  will  show  a  doubling  of  aircraft 
arrivals  in  one  year.  During  1989,  only  84  airports  nationwide  han- 
dled in  excess  of  100  million  pounds  of  gross  landed  weight.  Laredo 
is  poised  to  join  this  group  in  1993. 

In  spite  of  what  one  of  my  fellow  Texans  has  said,  the  sound  we 
hear  in  Laredo  is  not  the  sound  of  jobs  going  south,  but  the  sound 
of  U.S.-owned  trucks  driven  by  U.S.  drivers  carrying  U.S.  materi- 
als, parts  and  products,  made  in  U.S.  cities  and  counties  by  U.S. 
workers  in  U.S.-owned  businesses.  The  sound  we  hear  coming  north 
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is  the  cash  register  ringing  for  the  U.S.  Department  of  the  Treas- 
ury and  in  businesses  all  across  the  country  that  are  making  prof- 
its and  creating  jobs  at  home  for  increased  trade-from  increased 
trade  with  Mexico. 

The  Port  of  Laredo  generated  $191  million  in  duties  collected  and 
deposited  in  the  U.S.  Treasury  in  1992.  This  is  up  from  $151  mil- 
lion in  1991,  an  increase  of  26  percent  in  one  year  alone.  We  have  a 
good  working  relationship  with  the  Customs  Service.  We  applaud 
some  recent  initiatives  that  will  make  life  easier  for  everyone. 

This  includes  the  primary  lane  initiative  whereby  Customs  has 
committed  to  staff  additional  lanes  during  peak  periods  of  travel. 
Currently  however  this  extra  staffing  can  only  be  provided  at  most 
locations  by  payment  of  overtime.  While  the  work  load  for  Cus- 
toms' services  at  the  Port  of  Laredo  has  in  some  cases  almost  dou- 
bled, the  staffing  has  increased  at  a  much  slower  rate. 

There  were  10  entry  personnel  in  fiscal  1987  and  12  currently, 
although  the  number  of  persons  entering  went  from  15  million  to 
29  million  a  year  in  the  same  period.  The  total  Customs  inspectors 
at  Laredo  was  146  in  fiscal  year  1991  and  went  up  to  161  in  1992 
and  has  decreased  to  156  as  of  last  month.  In  1992  they  coped  with 
7  million  northbound  vehicular  crossings. 

The  fiscal  year  1993  appropriation  for  the  U.S.  Customs  Service 
included  300  new  positions  for  Customs  inspectors  targeted  at 
meeting  needs  along  the  southwest  border.  These  positions  were 
given  six  months  funding.  We  understand  Customs  may  be  reluc- 
tant to  fill  more  than  150  of  these  positions  unless  there  is  an  indi- 
cation that  the  positions  will  be  annualized  in  the  fiscal  1994  base 
budget. 

I  urge  that  they  be  fully  funded  for  1994  and  beyond.  The  City  of 
Laredo  has  applied  to  the  Department  of  State  for  a  presidential 
permit  to  build  an  additional  bridge  into  Mexico  paid  for  with  city 
funds.  We  are  looking  forward  to  working  with  the  Customs  on  a 
comprehensive  study  of  lane  management,  truck  routes  and  other 
transportation  matters  which  they  have  suggested  to  further  im- 
prove the  movement  of  cargo  and  people  inside  our  city. 

We  want  to  be  sure  that  the  Customs  Service  will  have  the 
proper  staffing  to  make  this  bridge  successful.  I  must  emphasize 
that  the  smooth  movement  of  goods  through  Customs  not  only  ben- 
efits border  areas  or  Texas  in  particular,  but  the  entire  country.  A 
survey  by  the  Laredo  Development  Foundation  in  1989  showed  that 
19  percent  of  trucks  going  southbound  through  Laredo  carried 
cargo  that  originated  in  the  Southeast  region  of  the  United  States. 
38  percent  originated  in  the  Northeast,  and  30  percent  in  the  Cen- 
tral region  and  only  7  percent  in  the  Southwest  and  5  percent  in 
the  West. 

In  States  all  over  the  country,  the  percentage  of  exports  to 
Mexico  has  risen  immensely  since  1987  to  1991.  These  include 
Georgia,  up  249  percent;  Massachusetts,  up  130  percent;  Alabama, 
up  89  percent;  Minnesota,  up  141  percent;  Iowa,  up  64  percent;  Vir- 
ginia, up  256  percent;  and  Oklahoma,  up  82  percent  to  name  a  few. 

Mr.  HoYER.  That  was  just  a  random  selection  of  States? 

Mr.  Ramierez.  Yes,  as  you  can  tell,  but  there  is  more  to  add,  Mr. 
Chairman.  Businesses  located  in  Maryland  did  $51  million  of 
export  trade  in  Mexico  in  1991  according  to  figures  compiled  by  the 
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International  Trade  Administration  of  the  U.S.  Department  of 
Commerce.  Maryland  exports  with  Mexico  grew  198  percent  from 
1987  to  1991. 

Finally,  let  me  point  out  that  Laredo  is  not  alone  among  border 
communities  experiencing  this  kind  of  increase  in  commerce  that  I 
have  cited.  Although  increases  are — our  increases  are  the  largest 
and  most  dramatic,  I  am  submitting  for  the  record  a  list  of  border 
trade-related  infrastructure  and  staffing  needs  for  agencies  under 
the  purview  of  the  subcommittee  compiled  by  the  Border  Trade  Al- 
liance for  border  communities  from  Texas  to  California. 

This  concludes  my  testimony.  Again,  I  seek  your  support  for  Cus- 
toms funding  and  thank  you  for  the  opportunity  to  testify  before 
you  today.  We  look  forward  to  working  with  you,  Mr.  Chairman. 

Mr.  HoYER.  Mr.  Mayor,  thank  you  very  much  for  taking  the  time 
to  join  us  here.  Your  testimony  has  been  very  important  and  well 
prepared  and  a  lot  of,  I  think,  good  data  in  here,  not  only  for  the 
use  of  this  Committee  but  for  the  use  of  the  Congress  as  we  consid- 
er the  question  of  NAFTA. 

Obviously  a  very  substantial  change  in  integration  of  the  North 
American  Free  Trade  zone  and  one  that  has  the  potential  for  great 
benefits  to  all  three  countries  that  would  be  parties,  but  also  one, 
as  you  well  know,  that  poses  a  lot  of  challenges  to  certain  areas  of 
the  country  that  are  very  concerned  that  they  will  be  disadvan- 
taged substantially  in  the  loss  of  jobs  and  economic  activity. 

Your  testimony  will  be  very  important,  and  as  it  relates  of 
course  to  our  Committee's  jurisdiction  and  Customs  and  how  we 
handle  that  flow  of  traffic  between  the  two  countries. 

Thank  you,  sir. 

Mr.  Ramierez.  Thank  you,  Mr.  Chairman  and  Members  of  the 
Committee. 

Mr.  HoYER.  Mr.  Istook. 

Mr.  Istook.  I  just  want  to  know,  I  know  that  you  and  Congress- 
man Bonilla  worked  together  on  your  fine  presentation.  But  I  very 
much  appreciate  in  the  example  to  Chairman  Hoyer  you  had  the 
trucks  and  the  traffic  jam  within  Maryland  but  in  the  Oklahoma 
example  at  least  you  kept  the  traffic  jam  south  of  the  Red  River. 

Mr.  Ramierez.  Yes.  Thank  you  very  much  again. 

Mr.  Hoyer.  Thank  you. 

[The  statement  of  Mayor  Ramierez  follows:] 
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Mr.  Chairman,  Members  of  the  Subcommittee  on  Treasury,  Postal 
Service  and  General  Government  Appropriations:  My  name  is  Saul  N. 
Ramirez,  Jr.  I  am  the  Mayor  of  Laredo,  Texas,  a  city  of  140,000  on  the  U.S.- 
Mexico Border  and  the  fastest  growing  city  in  Texas.  I  am  also  the  President 
and  a  founder  of  PRO-NAFTA.  PRO-NAFTA  is  an  organization  led  by  U.S. 
local  elected  officials  which  has  as  its  goal  helping  other  officials  realize 
the  positive  economic  opportimity  that  the  proposed  North  American  Free 
Trade  Agreement  provides  -  not  just  for  the  border  regions  but  for  the  entire 
coimtry.  PRO-NAFTA  is  also  dedicated  to  obtaining  investment  in  public 
infrastructure  to  support  the  increased  economic  activity  that  NAFTA  will 
generate.  We  believe  that  a  key  part  of  realizing  this  opportunity  is  adequate 
investment  in  transportation,  commimications  and  environmental 
infrastructure  by  both  the  United  States  and  Mexico  and  adequate  stafTmg  and 
facihties  for  U.S.  agencies  such  as  the  Customs  Service. 

I  am  pleased  to  be  here  this  morning  to  testify  regarding  adequate 
funding  for  the  U.S.  Customs  Service.  Specifically  I  want  to  urge  your  support 
for  full  funding  for  additional  customs  inspector  positions  in  1994,  and  for 
adequate  planning  and  funding  for  future  increases  in  Customs  Service  staffing 
and  facilities  on  the  U.S.-Mexican  border.  The  Customs  Service  staff  on  the 
border  already  has  a  heavy  workload.  Increased  trade  with  Mexico  produces 
increased  revenue  for  the  U.S.  Treasury  and  U.S.  business  and  workers,  and 
resources  for  Customs  (and  the  Immigration  and  Naturalization  Service) 
should  not  diminish  but  also  increase. 

When  Acting  Customs  Commissioner  Michael  Lane  appeared  before 
this  subcommittee  recently,  he  said  that  the  Customs  Service  regards  itself  "as 
this  Nation's  primary  border  agency."  Those  of  us  on  the  border  know  how 
important  an  adequately  funded  and  staffed  Customs  Service  is.  Before  I  talk 
in  more  detail  about  the  Customs  Service  budget,  however,  let  me  give  you 
some  statistics. 

The  City  of  Laredo  is  the  largest  inland  port  in  the  United  States.  If  you 
look  at  the  attached  map  showing  Laredo's  strategic  location,  you  can  see  how 
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we  serve  as  the  gateway  for  international  trade  with  the  south  for  all  of  the 
eastern  half  and  middle  of  this  country.  Sixty  percent  of  the  truck  traffic  going 
south  from  the  United  States  into  Mexico  goes  through  Laredo.  After  Mexico 
signed  the  General  Agreement  on  Tariffs  and  Trade  (GATT)  in  1986,  truck 
traffic  going  south  increased  dramatically.  In  1986,  236,000  trucks  went  into 
Mexico  through  the  Port  of  Laredo.  The  figure  for  1992  was  652,73 1 .  We 
project  772,000  trucks  will  go  through  Laredo  southbound  into  Mexico  in 
1993.  These  figures  represent  a  227  percent  increase  in  traffic  southbound  or  a 
28.3  percent  average  annual  growth  rate  between  1986  and  1992. 

Similar  increases  are  occurring  northbound.  According  to  U.S.  Customs 
Service  statistics,  178,151  cargo-carrying  trucks  were  inspected  crossing  from 
Mexico  into  the  U.S.  through  Laredo  in  1991  and  205,771  were  inspected  in 
1992.  This  is  an  average  increase  of  over  75  trucks  a  day.  An  additional 
225,864  northbound  empty  tractor  trailer  trucks  were  recorded  by  Customs  as 
crossing  into  the  United  States  through  Laredo,  for  a  total  of  438,651  truck 
crossings  into  Laredo  from  Mexico  in  1992. 

These  are  the  numbers  hfifoie  implementation  of  the  North  American 
Free  Trade  Agreement.  The  increases  will  be  even  sharper  once  that  happens. 
For  example,  beginning  in  the  first  year  of  the  agreement  trucks  from  each 
country  will  be  able  to  travel  all  of  the  way  into  the  Mexican  and  U.S.  border 
states  instead  of  being  confined  to  a  narrow  border  area.  This  will  greatly 
reduce  the  number  of  empty  crossings  and  increase  business  for  U.S.  truckers. 
It  will  also  increase  the  number  of  Customs  inspections  needed. 

Laredo  is  also  the  major  U.S.  inland  port  for  rail  freight  movement  into 
Mexico.  Railroad  car  crossings  southbound  into  Mexico  through  Laredo 
increased  from  28,000  in  1986  to  108,000  in  1992  -  an  ahnost  300  percent 
increase  in  the  six  year  period.  Similar  increases  are  seen  northboimd.    89,921 
rail  cars  arrived  from  Mexico  through  Laredo  in  1991.  101,976  arrived  in 
1992,  and  43,628  in  the  first  two  months  of  1993. 
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At  Laredo  International  Airport,  5,316  aircraft  arrived  from  Mexico  in 
1992.  In  the  first  two  months  of  1993,  1,860  aircraft  arrived.  At  that  rate  the 
1993  figures  will  show  a  doubling  of  aircraft  arrivals  in  one  year.  Passenger 
enplanements  have  increased  from  25,093  in  1987  to  99,020  m  1992,  and 
deplanements  increased  from  22,719  in  1987  to  84,566  in  1992.  Cargo  activity 
totalled  84  million  pounds  of  gross  landed  weight  in  1992  and  is  projected  to 
double  in  1993,  based  on  current  scheduled  service.  During  1989  only  84 
airports  nationwide  handled  in  excess  of  100  million  pounds  of  gross  landed 
weight.  Laredo  is  poised  to  join  this  group  during  1993. 

In  spite  of  what  one  of  my  fellow  Texans  has  said,  the  sound  we  hear  in 
Laredo  is  not  the  sound  of  jobs  going  south  but  the  sound  of  U.S.  owned 
trucks  driven  by  U.S.  drivers  carrying  U.S.  materials,  parts  and  products, 
made  in  U.S.  cities  and  counties  by  U.S.  workers  in  U.S.  owned  businesses. 
The  sound  we  hear  coming  north  is  the  cash  register  ringing  in  the  U.S. 
Department  of  the  Treasury  and  in  businesses  all  across  the  country  that  are 
making  profits  and  creating  jobs  at  home  from  increased  trade  with  Mexico. 

The  Port  of  Laredo  generated  $191  million  in  duties  collected  and 
deposited  in  the  U.S.  Treasury  in  1992.  This  is  up  from  $151  milhon  in  1991  - 
an  increase  of  26  percent  in  one  year  alone. 

A  fully  functioning  Customs  Service  is  critical  to  the  success  of  NAFTA. 
It  is  important  that  Customs  be  prepared  when  NAFTA  becomes  effective  on 
January  1,  1994.  To  reach  this  goal,  the  Customs  Service  has  established  a 
NAFTA  Implementation  Task  Force,  consisting  of  several  working  groups,  to 
deal  with  various  issues  within  the  agreement.  Training  is  being  planned  for 
both  the  private  sector  and  for  Customs  employees.  Customs  has  established  a 
national  hotline  to  answer  NAFTA-related  questions. 

At  the  local  level  in  Laredo,  we  have  a  good  working  relationship  with 
the  Customs  Service.  We  applaud  some  recent  initiatives  that  will  make  life 
easier  for  everyone.  These  include  the  Primary  Lane  initiative,  whereby 
Customs  has  committed  to  staff  additional  lanes  during  peak  traffic  periods. 


94 


This  initiative  has  dramatically  reduced  waiting  time  for  trucks,  passenger 
vehicles  and  pedestrians  returning  to  the  United  States.  Currently,  however, 
this  extra  stafilng  can  only  be  provided  at  most  locations  by  payment  of 
overtime. 

This  fact  underlines  the  point  I  want  to  emphasize:  While  the  workload 
for  the  Customs  Service  at  the  Port  of  Laredo  has  in  some  cases  almost 
doubled,  the  stafilng  has  increased  at  much  lower  rates.  The  attached  charts 
show  that  there  were  25  Import  Specialists  in  fiscal  year  1992  and  the  same 
nimiber  as  of  February,  1993.  There  were  10  Entry  Personnel  in  fiscal  1987 
and  are  12  currently  --  although  the  number  of  persons  entering  increased  from 
15  million  to  29  million  a  year  in  the  same  time  period.  The  total  number  of 
Customs  Inspectors  at  Laredo  was  146  in  fiscal  1991,  went  up  to  161  in  1992 
and  has  decreased  to  156  as  of  last  month.  This  staff  covers  three  vehicular 
bridges,  a  rail  bridge,  and  an  international  airport.  In  1992  they  coped  with  7 
miUion  northbound  vehicular  crossings. 

The  fiscal  year  1993  appropriation  for  the  U.S.  Customs  Service 
included  300  new  positions  for  customs  inspectors  targeted  at  meeting  needs 
along  the  Southwest  Border.  These  positions  were  given  six  months  funding. 
The  positions  were  expected  to  be  filled  for  half  the  year,  begimiing  April  1 . 
However,  we  understand  that  Customs  may  be  reluctant  to  fill  more  than  150 
of  these  positions,  unless  there  is  an  indication  that  the  positions  will  all  be 
annualized  in  the  fiscal  1994  base  budget.  The  Congress  acted  wisely  in 
putting  these  much-needed  positions  in  the  budget  this  year.  They  can  make  a 
real  difference  in  making  initiatives  such  as  the  primary  lane  program 
successful  and  permanent.  I  urge  that  they  be  fully  funded  for  1994  and 
beyond. 

The  City  of  Laredo  has  applied  to  the  Department  of  State  for  a 
Presidential  Permit  to  build  an  additional  bridge  into  Mexico,  paid  for  with 
City  funds,  that  would  allow  us  to  move  the  daily  back  up  of  18  wheelers  out 
of  our  historic  downtown  district.  A  relocated  or  additional  railroad  crossing 
is  also  under  consideration.  As  part  of  the  Presidential  Permit  review  process. 
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we  are  looking  forward  to  working  with  Customs  on  a  comprehensive  study  of 
lane  management,  truck  routes,  and  other  transportation  matters  which  they 
have  suggested  to  further  improve  the  movement  of  cargo  and  people  in  and 
out  of  Laredo.  This  additional  bridge  is  fully  justified  by  our  travel  forecasts 
that  project  an  increase  from  14.5  million  to  20  million  vehicle  crossings 
northbound  and  southbound  per  year  by  the  year  2,000.  We  want  to  be  sure 
that  the  Customs  Service  will  have  the  proper  staffing  to  make  this  bridge 
successful. 

Anotlier  issue  about  which  we  are  concerned  is  the  way  in  which  the 
General  Services  Administration  fimds  and  charges  for  the  physical  facilities 
used  for  Customs  Service  activities.  We  understand  that,  due  to  a  change  in 
pohcy,  GSA  is  charging  the  agency  for  rental  costs  of  border  stations  that  far 
exceed  actual  costs  ~  and  may  even  be  charging  rent  for  facilities  that  were 
donated.  I  hope  that  you  will  look  into  this  and  help  ensure  that  scarce  funds 
that  are  needed  for  stafTmg  are  not  "eaten  up"  by  this  "cost  reimbursement" 
and  "return  on  investment"  policy. 

I  must  emphasize  that  the  smooth  movement  of  goods  through  Customs 
not  only  benefits  border  areas  or  Texas  in  particular,  but  the  entire  country.  A 
survey  by  the  Laredo  Development  Foundation  in  1989  showed  that  19 
percent  of  the  trucks  going  southbound  through  Laredo  carried  cargo  that 
originated  in  the  Southeast  region  of  the  United  States,  38  percent  originated 
in  the  Northeast,  30  percent  in  the  Central  region,  and  only  7  percent  in  the 
Southwest  and  5  percent  in  the  West.  In  states  all  over  the  country  the 
percentage  of  exports  to  Mexico  has  risen  immensely  from  1987  to  1991. 
According  to  figures  compiled  by  the  U.S.  Department  of  Commerce,  these 
include  Georgia,  up  249%;  Massachusetts,  up  130%;  Alabama,  up  89  %; 
Minnesota,  up  141%;  Iowa,  up  64%;  Virginia,  up  256%;  and  Oklahoma,  up 
82%,  to  name  a  few. 

Businesses  located  in  Maryland  did  $51  milhon  worth  of  export  trade  to 
Mexico  in  1991,  according  to  figures  compiled  by  the  International  Trade 
Administration  of  the  U.S.  Department  of  Commerce.  Maryland's  exports  to 
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Mexico  grew  198  percent  from  1987  to  1991,  109  percentage  points  faster  than 
export  growth  to  the  rest  of  the  world.  I  have  attached  to  my  testimony  more 
detailed  information  on  these  increases  from  the  ITA's  most  recent  report. 

We  in  Laredo  will  be  one  link,  but  all  the  pieces  of  the  chain  will  come 
from  throughout  the  coimtry.  As  an  example,  the  Wal-Mart  located  in 
Laredo,  Texas,  which  serves  a  primarily  Mexican  market,  has  the  highest  sales 
volume  of  any  Wal-Mart  store  in  the  United  States.  Wal-Mart  Stores' 
corporate  headquarters  is  in  Bentonville,  Arkansas.  We  derive  benefit  from 
sales  taxes  and  employment,  but  the  toys,  appliances,  clothes  and  other 
accessories  sold  there  are  made  in  many  cities  throughout  the  country.  Wal- 
Mart's  experience  in  Laredo  is  duplicated  by  other  American  retail  giants  such 
as  Sears  (headquartered  in  Chicago),  Montgomery  Ward,  and  J.C.  Penny 
(Dallas).  This  kind  of  activity  will  be  multiplied  many  fold  if  the  North 
American  Free  Trade  Agreement  is  approved. 

Finally,  let  me  point  out  that  Laredo  is  not  alone  among  border 
communities  experiencing  the  kind  of  increase  in  commerce  that  I  have  cited, 
although  our  increases  are  the  largest  and  most  dramatic.  I  am  submitting  for 
the  record  a  list  of  border  trade- related  infrastructure  and  stafiing  needs  for 
agencies  imder  the  purview  of  this  subcommittee  compiled  by  the  Border 
Trade  Alliance  from  border  communities  from  Texas  to  California. 

This  concludes  my  testimony.  Again,  I  seek  your  support  for  Customs 
funding  and  thank  you  for  the  opportunity  to  testify  before  you  today.  We 
look  forward  to  working  with  you. 
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Laredo  Bridge  Truck  Traffic 


Year 
1981 

Laredo  Bridge  System 
(trailers,  2+  axJes  tractors) 
SB                                   NB 

254,136       (812)     Not  Applicable 

U.S.  Customs 
(loaded  trucks) 
SB                        NB 

Not  Applicable       Not  Available 

1982 

197,120 

(630) 

Not  Applicable 

Not  Applicable 

Not  Available 

1983 

185,463 

(592) 

Not  Applicable 

Not  Applicable 

Not  Available 

1984 

222,871 

(712) 

Not  Applicable 

Not  Applicable 

Not  Available 

1985 

235,161 

(751) 

Not  Applicable 

Not  Applicable 

Not  Available 

1986 

236,863 

(757) 

Not  Applicable 

Not  Applicable 

117.275 

(375) 

1987 

274,743 

(878) 

Not  Applicable 

Not  Applicable 

150,821 

(482) 

198S 

350.448 

(1,120) 

Not  Applicable 

Not  Applicable 

160,084 

(511) 

1989 

405,914 

(1.297) 

Not  Applicable 

Not  Applicable 

172,149 

(549) 

1990 

475,028 

(1,518) 

Not  Applicable 

Not  Applicable 

190,985 

(610) 

1991 

554,692 

(1,772) 

Not  Applicable 

Not  Applicable 

183,048 

(585) 

1992 

652,731 

(2,085) 

Not  Applicable 

Not  Applicable 

212,787 

(680) 

•1993 

772,000 

(2,466) 

Not  Applicable 

Not  Applicable 

N.A. 

•  Projected 
The  Laredo  Bridge  System  data  show  that  prior  to  the  devaluation  of  the  Mexican  peso  and  the  U.  S. 
recession  in  1982,  truck  traffic  levels  were  quite  high— truck  traffic  in  1981  was  about  the  same  as  the 
1987  level.  As  a  result  of  the  devaluation  and  other  economic  problems,  truck  traffic  plunged  in  1982, 
and  remained  low  in  1983.  Since  1983,  truck  traffic  has  been  rapidly  increasing,  surpassing  its  pre- 1982 
level  in  1987.  However,  after  the  signing  of  GATT  in  1986,  the  truck  traffic  has  been  dramatic  averaging 
an  18.4%  increase  annually.  The  projected  truck  traffic  total  for  1993  at  this  18.4%  level  should  reach  or 
surpass  772,000  even  without  NAFTA  to  this  point. 

The  Laredo  Bridge  System  data  indicated  that  while  truck  traffic  has  grown  phenomenally,  overall  traffic 
levels  for  all  types  of  vehicles  have  grovm  at  a  more  moderate  pace.  Non-truck  traffic  grew  by  about 
19.5  percent  between  1986  and  1992. 


According  to  the  Laredo  Bridge  System  data,  truck  traffic  currently  comprises  about  9.2  percent  of  total 
southbound  bridge  traffic  as  opposed  to  an  average  of  4.0  percent  every  year  from  1981  thru  1986.  Total 
traffic  volumes  are  shown  in  Table  3. 
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PORT  OF  LAREDO 
WORKLOAD  AND  STAFFING  STATISTICS 


PERSONS  ARRIVING 

FY  91      30,076,843 

FY  92      29,015,712 

PEDESTRIANS 
FY  91       4,342,873 
FY  92       5,691,499 
FY  93*      1,817,035 

PVT  AIRCRAFT  ARRIVALS 
FY  91  5,650 

FY  92  5,316 

FY  93*  1,860 

TOTAL  VEHICLES  ARRIVING 
FY  91       6,946,098 
FY  92       7,488,885 

VEHICLES  ARRIVING  WITH  CARGO 
FY  91         178,151 
FY  92         205,771 
FY  93*         91,801 

RAIL  CARS  ARRIVING 
FY  91  89,921 

FY  92         101,976 
FY  93*         43,628 

FORMAL  ENTRY 

FY  92         146,682 

REVENUE  (DUTY) 

FY  91    $151,544,602 

FY  92    $190,903,402 


STAFFING 

Import  Spec.  Entry  Personnel  Inspectors 

FY  91      —  —  146 

FY  92      25  11  161 

FY  93*     25  12  156 


*FY  93  FIGURES  ARE  THROUGH  FEBRUARY  28,  1993 
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MARYLAND:  EXPORTS  TO  MEXICO,  1987-91 

Maryland's  Exports  to  Mexico  Grew  198%  from  1987  to  1991 
109  Percentage  Points  Faster  Than  Export  Growth  to  the  Rest  of  the  World 


80 
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Million  $ 


0  Non-Manufacturing 
■  Manufacturing 
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Percent  Change,  1987-91 

198% 
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MARYLAND'S  1991  EXPORTS  TO  MEXICO  WERE  $51  MILLION 

Maryland's  merchandise  exports  to  Mexico  grew  198  percent  from  1987  to  1991,  rising 
from  $17  million  to  $51  million.  The  percentage  increase  far  exceeded  1987-91  growth 
in  Maryland's  exports  to  the  rest  of  the  world  (89  percent)  as  well  as  growth  in  total  U.S. 
exports  to  Mexico  (128  percent). 

During  1990-91,  Maryland's  exports  to  Mexico  fell  5  percent,  declining  by  $2.6  million. 
In  1991,  Maryland  ranked  35th  among  all  50  states  and  the  District  of  Columbia  in  the 
value  of  exports  to  Mexico. 

Mexico  in  1991  ranked  17th  among  Maryland's  163  export  markets,  up  sharply  from 
26th  place  in  1987,  when  the  state  shipped  products  to  148  foreign  markets. 

In  1991,  Maryland  shipped  1.3  percent  of  its  exports  to  Mexico,  up  from  0.8  percent 
in  1987.   The  share  of  exports  purchased  by  Mexico  hit  a  high  of  1.7  percent  in  1990. 

Maryland's  exports  to  Mexico  in  1991  were  broad-based.  Key  export  sectors  were: 
primary  metal  industries  (515. 7  million),  industrial  machinery  &  computers  ($8.3  million), 
chemicals  ($6.1  million),  electric  &  electronic  equipment  ($4.8  millioo),  and  transportation 
equipment  ($4.0  million).  These  five  industries  together  accounted  for  77  percent  of  the 
state's  total  merchandise  exports  to  Mexico  in  1991. 

Maryland  boosted  exports  of  a  range  of  manufactured  goods  to  Mexico  over  the  1987- 
91  period.  Among  the  sectors  that  posted  sizable  and  steady  gains  were:  paper  products 
(up  from  $16  thousand  to  S407  thousand),  chemical  products  (from  $1.8  million  to  $6.1 
million),  primary  metal  industries  (from  $976  thousand  to  $15.7  million),  and  fabricated 
metal  products  (from  $257  thousand  to  $1.0  million). 
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MARYLAND:  EXPORTS  TO  MEXICO,  1987-91 

Maryland's  Top  Five  Exports  to  Mexico 
in  1991  Totaled  $39  Million 


Million  $ 


Primary  Metal 
Inaustries 

Industrial  Mach. 
&  Computers 

Chemicals 

Electric  & 
Electronic  Eqp. 

Transportation 
Equipment 


MARYLAND'S  EXPORTS  TO  MEXICO,  BY  INDUSTRY  SECTOR 

(Thouund*  o(  Dollan) 

19S7  1988  1989  1990 


Food  Prodocu 

Tobacco  Products 

Textile  Mill  Froducu 

Apparel 

Lumber  &  Wood  lYoducu 

Furniture  &  Fmures 

^per  Products 

IVintiDg  &  PuUishJDg 

Qtemical  Products 

Rermed  PetroleuiD  Products 

Rubber  &  Pl2iic  Products 

Leather  Products 

Sooe,  Clay  &  Glaa  Products 

i^mary  Metal  Industries 

Fabricated  Metal  Products 

Industrial  Machinery  &  Computers 

Ekxrtric  A  Electronic  Equipment 

Transportation  Equipment 

Scientific  &  Measuring  IndTuments 

Miscellaneous  Manufactures 


MD'S  EXPORTS  TO  THE  WORLD 
MEXICO'S  SHARE  OF  MD'S  EXPORTS 


1991 


1  AGRICULTURE  FORESTRY  4  FISHING 

747 

1.268 

301 

461 

285  1 

Agriculture  —  crops 

686 

1,179 

127 

315 

18 

Agriculture  -  livestock 

3 

40 

0 

0 

12 

Forestry 

59 

49 

174 

145 

255 

Fiihine  &  Hunting 

0 

0 

0 

0 

0 

1  MINING 

ZSO 

0 

1,342 

481 

909  1 

Metal  Mining 

23 

0 

31 

0 

4 

Goal  Mining 

0 

0 

0 

0 

0 

Oa&Gas 

0 

0 

0 

0 

0 

Non  -Metallic  Minerals 

12 

0 

1311 

481 

905 

1  MANUFACTURING 

14,607 

31,410 

22,94« 

52,384 

49,029  1 

1,759 

U99 

976 

1,049 

3,414 

0 

0 

0 

0 

0 

19 

355 

55 

354 

299 

61 

77 

16 

10 

375 

0 

0 

34 

-     51 

61 

7 

2 

82 

36 

77 

16 

27 

59 

303 

407 

96 

23 

833 

501 

329 

igrJ 

3,495 

3484 

4431 

6,135 

0 

0 

0 

0 

0 

124 

144 

202 

U63 

536 

0 

108 

44 

0 

0 

71 

27 

167 

575 

553 

976 

1,030 

5,076 

1Z766 

15,746 

257 

631 

828 

907 

1,014 

5447 

4,692 

4,892 

22430 

8,317 

1,443 

2,716 

2,803 

2,107 

4304 

591 

342 

1,119 

625 

3,992 

1304 

16442 

2,049 

4,652 

2370 

9 

3 

126 

226 

99 

[OTHER 

1,439 

534 

673 

52 

505  1 

ScrapAWaue 

Second  Hand  Goods 

Military  &  Other  Miscellaneous  Items 

U90 
123 
26 

447 
10 
78 

440 

0 

234 

18 

0 

34 

445 

0 

60 

1  MD'S  EXPORTS  TO  MEXICO 

17,044 

33,212 

25,262 

53377 

50,728  1 

2,128337 
03% 


2451478 
1J% 


3,173,707 
03% 


3215376 
1.7% 


4,033,924 
1J% 
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1993-94  BORDER  INFRASTROCTURE  PROJECTS 

Subcommittee  on  Treasury,  Postal  Service  and 
General  Government  Apprpriations 

BROWNSVILLE 
Ports  of  Entry 

Construct  facilities  including:   buildings,  parking  areas,  a 
HAZMAT  checking  area,  and  access  roads  at  Los  Tomates 
Bridge. 

Agency  Support:     General  Services  Administration 

Immigration  and  Naturalization 

Service 
Customs 

Department  of  Agriculture 
Federal  Funds:      $22.0  million 
Initiation  Time:    11/93-12/94 
Jobs  Created:       150 

Low-light  camera  surveillance  monitoring  system. 
Agency  Support:     U.S.  Border  Patrol 
Federal  Funds:      $0.6  million 
Initiation  Time:    1993  completion 
Jobs  Created:       14 


HARLINGEM 
Health 

Harlingen  is  the  only  community  in  Texas  that  has  an 
agreement  with  Mexico  to  fly  emergency  medical  helicopters 
into  the  country  to  evacuate  injured  maquiladora  personnel. 
The  medical  helicopter  will  provide  rapid  response  to  major 
accident  scenes  in  Mexico  and  South  Texas.   This  program  is 
a  critical  component  in  meeting  the  health  care  needs  of  a 
growing  community.   Initial  start-up  costs  include 
purchasing  a  new  helicopter,  constructing  a  heliport,  hiring 
personnel  and  operating  expenses. 
Agency  Support:     Customs 

Federal  Aviation  Administration 
Federal  Funds:      $4.6  million 
Initiation  Time:    12  months 
Jobs  Created:       200 


LAREDO 

Ports  of  Entry 

Facilities  for  the  Laredo  North  International  Bridge,  an 
eight-lane  crossing  joining  Texas  and  the  State  of 
Tamulipas,  Mexico  at  Laredo  and  Nuevo,  Laredo. 

Agency  Support:     General  Services  Administration 
Federal  Funds:      $14.5  million 
Initiation  Time:    12  months 
Jobs  Created:       3,125 
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The  port  facilities  at  the  Juarez-Lincoln  Bridge  #2  must  be 
expanded. 

Agency  Support:     General  Services  Administration 

Federal  Funds:      $2.5  million 

Initiation  Time:    12  months 

Jobs  Created:       60 


EAGLE  PASS 
Ports  of  Entry 

Construction  of  International  Bridge  II  will  connect  the 
sister  cities  of  Eagle  Pass  in  the  United  States  and  Piedras 
Negras  in  Mexico.   Construction  of  the  bridge  is  mandated  by 
inadequate  access  on  the  Mexican  side  and  traffic  congestion 
in  downtown  Eagle  Pass. 

Agency  Support:     General  Services  Administration 

Federal  Funds:      $12.0  million 

Local  Funds:        $8.0  million 

Initiation  Time:    18  months 

Jobs  Created:       247 


PRESIDIO 
Ports  of  Entry 

The  existing  customs  facilities  and  commercial  import  lot 
are  inadequate  in  size  and  configuration  to  handle  increased 
international  trade.   Facility  improvements  including 
hazardous  materials  handling  facilities  are  needed  at  the 
international  crossing. 

Agency  Support:     General  Services  Administration 

Customs  Service 

Federal  Funds:      $2.2  million 

Initiation  Time:    12  months 

Jobs  Created:       10 


EL  PASO 

Housing 

Housing  for  lower  and  moderate  income  families  is  a  pressing 
issue  in  border  communities.   An  authorization  of  $400 
million  per  year  for  three  years  in  mortgage  revenue  bonds 
above  the  applicable  state  caps  for  counties  and 
incorporated  cities  adjacent  to  the  U.S. -Mexico  border  would 
help  alleviate  the  shortage  of  safe,  decent  and  sanitary 
housing.   Funding  should  be  allocated  to  counties  with 
median  family  incomes  less  than  the  national  or  state  median 
income,  whichever  is  higher,  in  proportion  to  their 
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population  as  determined  by  the  U.S.  Bureau  of  the  Census. 
Bond  authority  should  be  available  for  rental  and  ovmer 
occupied  housing  as  the  need  is  determined  by  local 
governments . 

Agency  Support:     Department  of  the  Treasury 

Federal  Funds:      0 

Initiation  Time:     12  months 

Jobs  Created:        300 


YUMA 

Forts  of  Entry 

Fifteen  permanent  full-time  inspectors  must  be  added  to  the 
port  of  entry  staff. 

Agency  Support:     General  Services  Administration 

Customs 

Immigration  and  Naturalization 
Service 
Federal  Funds:      $0.8  million 
Initiation  Time:     Immediate 
Jobs  Created:       100-150 

A  feasibility  study  evaluating  moving  the  U.S. -Mexico 
commercial  crossing  gate  three  miles  east  to  an 
international  cattle  crossing  area  must  be  conducted. 

Agency  Support:     General  Services  Administration 

Customs 

Immigration  and  Naturalization 
Service 
Federal  Funds:      $0.5  million 
Initiation  Time:     Immediate 
Jobs  Created:       n/a 

A  separate  pedestrian  bridge  must  be  constructed. 
Agency  Support: 

Federal  Funds:      $1.0  million 
Initiation  Time: 
Jobs  Created: 


Airports 

Airport  land  acquisition  to  accommodate  present  and  future 
growth  for  civil  aviation. 

Agency  Support:     Department  of  Transportation 

Federal  Aviation  Administration 
General  Services  Administration 
Customs 
Federal  Funds:      $0.8  million 
Initiation  Time:     Immediate 
Jobs  Created:       50 
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Surface  Transportation 

A  three-quarter  mile  corridor  with  a  28-foot-wide  roadway 
and  drainage  ditches  must  be  constructed  to  connect  the  Naco 
Highway  with  the  border  crossing. 

Agency  Support:     General  Service  Administration 

Customs 
Immigration  and  Naturalization 

Services 
Cochise  County 
Federal  Funds:      $0.3  million 
Initiation  Time:    6  months 
Jobs  Created:       12  construction 


infrast.tbl  (0345) 
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Thursday,  March  25,  1993. 

AIRPORTS  COUNCIL  INTERNATIONAL 

WITNESS 
BONNIE  WILSON 

INTRODUCTION 

Mr.  HoYER.  Bonnie  Wilson  who  will  be  representing  the  Airports 
Council  International.  Is  that  correct? 

Statement  of  Bonnie  Wilson 

Ms.  Wilson.  That  is  correct. 

Thank  you  for  the  opportunity  to  present  the  concerns  of  the 
Airports  Council  International-North  America  and  the  143  local, 
regional  and  State  governing  bodies  that  own  and  operate  approxi- 
mately 300  commercial  service  airports  that  we  represent  regard- 
ing the  fiscal  year  1994  appropriations  for  the  United  States  Cus- 
toms Service.  ACI-NA's  Member  airports  invest  billions  of  dollars 
in  capital  improvements  each  year  to  expand  the  capacity  and 
modernize  facilities  of  our  Nation's  airports,  to  reduce  delays  and 
increase  access  to  the  air  transportation  system,  to  maintain  and 
promote  the  growth  of  healthy  local  economies  and  a  stronger  na- 
tional economy. 

The  Custom's  Service  operations  are  vital  to  America's  gateways. 
The  efficiency  and  effectiveness  of  the  Customs  Service  are  essen- 
tial to  airports'  ability  to  provide  access  for  our  communities  to  the 
international  air  transport  system.  Rapid  and  effective  Customs 
processing  maximizes  the  capacity  of  U.S.  airports,  and  creates 
positive  benefits  for  tourism,  business  travel  and  trade  in  goods. 
Staff  and  equipment  allocation  programs  must  take  into  consider- 
ation both  current  needs  and  projected  growth.  Flexibility  must 
also  be  built  into  the  system  of  allocation  to  deal  with  special 
events  that  increase  international  traffic  such  as  the  World  Cup 
Soccer  events  planned  for  a  number  of  cities  in  the  summer  of 
1994,  as  well  as  the  1996  Olympics  in  Atlanta. 

Under  the  Consolidated  Omnibus  Budget  Reconciliation  act  or 
COBRA  of  1985,  the  Customs  Service  collects  a  $5  user  fee  from  all 
arriving  air  passengers.  Customs'  service  to  the  traveling  public 
has  improved  measurably  since  that  time.  The  COBRA  user  fee  leg- 
islation allows  these  revenues  to  be  used  only  to  pay  the  costs  of 
inspection  overtime  and  the  excess  costs  of  preclearance,  leaving 
an  annual  surplus  of  over  $30  million.  The  expenditure  of  this  sur- 
plus is  linked  directly  to  the  services  for  which  they  are  collected. 
Fees  collected  from  air  passenger  inspections  are  dedicated  to  in- 
creased staffing  and  equipment  for  air  passenger  inspections.  We 
believe  that  this  system  has  been  very  successful  over  the  past 
seven  years  and  support  the  reauthorization  of  this  program  in  a 
modified  form. 

ACI-NA  understands  the  need  to  enhance  revenue  collection  sys- 
tems and  decrease  the  national  deficit,  but  we  must  also  ensure 
that  those  who  pay  user  fees  receive  the  full  benefit  of  those.  Cus- 
toms must  be  allowed  to  continue  to  collect  and  use  COBRA  user 
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fees  to  ensure  that  adequate  services  are  provided  to  international 
travelers.  Should  Customs  be  forced  to  reduce  the  level  of  services 
provided,  there  will  be  a  definite  and  immediate  adverse  impact  on 
U.S.  travel  and  tourism  revenues  and  service-related  employment. 

Though  we  understand  the  need  for  oversight  of  this  program  to 
ensure  that  COBRA  user  fees  are  used  only  as  a  supplement  to  ap- 
propriated funds,  we  believe  that  the  effectiveness  of  the  program 
may  be  hampered  by  requirements  for  staff  allocation  required  by 
the  current  statute.  Customs  is  required  to  maintain  base  staffing 
levels,  in  effect  prior  to  the  allocation  of  COBRA  resources,  before 
they  can  use  COBRA  fees  to  hire  additional  staff  or  invest  in  equip- 
ment. Full  funding  for  these  positions  is  essential  to  allow  effective 
use  of  the  COBRA  fees.  We  believe  that  this  provision  of  the  law 
needs  to  be  modified  to  allow  for  a  certain  amount  of  flexibility. 
The  current  statute  prevents  modification  to  base  staffing  levels 
without  risking  the  entire  COBRA  system.  Customs  cannot  current- 
ly reallocate  staff  and  services  designated  in  1990.  even  if  changes 
in  international  traffic  have  reduced  the  need  for  services  at  specif- 
ic sites.  Changes  to  the  base  allocations  mean  the  dissolution  of  the 
entire  COBRA  system  and  the  absorption  into  appropriated  funds 
of  the  recurring  costs  of  469  positions  and  $47  million  worth  of 
equipment  already  acquired.  Under  current  law,  reductions  in  ap- 
propriated funds  place  an  undue  burden  on  the  non-COBRA  relat- 
ed positions  and  projects.  All  cuts  must  come  from  un-protected  po- 
sitions and  services.  ACI-NA  advocates  the  removal  of  this  restric- 
tive language  and  suggests  that  any  proposed  changes  to  the  1990 
levels  should  be  included  for  approval  in  the  annual  report  to  Con- 
gress. 

ACI-NA  also  supports  the  removal  of  the  user  fee  exemption  for 
air  passengers  arriving  from  Canada,  Mexico  and  the  adjacent  is- 
lands, with  the  provision  that  fees  collected  from  these  previously 
exempt  passengers  would  not  be  used  as  a  substitute  for  appropri- 
ated funds.  Under  the  COBRA  program,  fees  collected  from  these 
passengers  will  go  into  the  pool  of  available  funds  to  expand  air 
passenger  inspection  services.  Currently  the  22  million  arriving 
passengers  who  do  pay  the  passenger  user  fee  are  subsidizing  the 
cost  for  service  for  the  18  million  air  passengers  arriving  from 
Canada,  Mexico  and  adjacent  islands  who  do  not.  A  $5  user  fee 
makes  little  difference  compared  to  the  price  of  travel  and  lodging, 
but  removal  of  the  exemption  would  provide  an  additional  $70  to 
$90  million  in  revenues  to  be  used  for  staffing  and  equipment.  This 
additional  money  will  also  facilitate  the  pre-clearance  program  and 
support  the  move  toward  more  open  skies.  As  the  Immigration  and 
Naturalization  Service  has  removed  this  exemption  from  their  user 
fee  collection  program,  and  it  was  not  seen  to  be  in  violation  of  the 
North  American  Free  Trade  Agreement,  we  do  not  see  any  valid 
reason  for  retaining  the  exemption  for  COBRA  user  fees.  We  urge 
the  subcommittee  to  consider  further  reform  of  the  COBRA  user 
fees  system. 

ACI-NA  believes  that  Customs  and  Immigration  pre-clearance 
can  be  a  useful  tool  for  relieving  congestion  in  high-volume,  low- 
risk  traffic  markets.  We  support  the  expansion  of  the  pre-clearance 
efforts  and  the  use  of  COBRA  fees  to  enhance  services  through  the 
Advanced  Passenger  Information  system,  the  development  of  ma- 
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chine  readable  documents,  and  other  new  technologies.  Coordina- 
tion systems  such  as  these  allow  all  federal  inspection  agencies  to 
operate  more  effectively  and  efficiently  without  creating  adverse 
impacts  on  the  amount  of  traffic  and  revenues  generated  by  inter- 
national passengers.  In  fact  great  efficiency  and  ease  of  entry  will 
encourage  greater  tourism  to  the  United  States. 

Conclusion.  For  U.S.  airports,  the  operations  of  the  U.S.  Customs 
Service  are  a  capacity  issue  and  a  matter  of  quality  of  service  pro- 
vided to  the  public.  To  provide  the  most  efficient  service  to  interna- 
tional passengers  and  to  ensure  that  the  Customs  Service  can  oper- 
ate in  the  most  effective  manner  ACI-NA  believes  that:  The 
system  must  be  flexible  enough  to  allow  Customs  to  increase  or  re- 
allocate resources  to  handle  special  events  that  increase  the 
number  of  arriving  passengers.  That  the  existing  COBRA  user  fee 
system  has  improved  the  efficiency  and  effectiveness  of  Customs  in- 
spection services.  That  the  law  should  be  modified  to  allow  Cus- 
toms the  ability  to  allocate  COBRA  positions  and  equipment  as 
needed.  That  the  user  fee  exemption  for  Canada,  Mexico  and  the 
adjacent  islands  would  be  removed.  The  costs  of  service  to  incoming 
passengers  from  these  areas  should  not  be  the  burden  of  all  other 
arriving  passengers.  Pre-clearance  efforts  and  further  coordination 
with  other  Federal  inspection  services  should  be  supported  and  ex- 
panded. 

We  hope  the  subcommittee  will  closely  examine  the  statutory 
and  policy  requirements  that  establish  Customs'  responsibilities, 
and  provide  the  resources  needed  to  protect  our  economy  and  our 
citizens.  Appropriated  funds  must  be  sufficient  to  allow  the  Cus- 
toms Service  to  provide  efficient  and  effective  service  to  interna- 
tional visitors  and  to  continue  to  improve  its  methods  of  inspection 
and  cooperation  with  other  inspection  services  through  training 
and  new  technologies. 

Mr.  HoYER.  Thank  you,  Ms.  Wilson.  That  will  be  very  helpful  to 
us.  That  was  excellent  testimony.  Thank  you  very  much. 


Thursday,  March  25,  1993. 

AIR  TRANSPORT  ASSOCIATION 

WITNESS 
RICHARD  NORTON 

INTRODUCTION 

Mr.  HoYER.  Mr.  Richard  Norton  of  the  Air  Transport  Associa- 
tion. Mr.  Norton,  as  you  have  heard,  your  statement  will  be  includ- 
ed in  its  full  form  in  the  record  and  you  may  highlight  from  that 
for  the  next  five  minutes  as  you  see  appropriate. 

Statement  of  Richard  Norton 

Mr.  Norton.  Thank  you,  Mr.  Chairman,  and  I  certainly  will 
highlight.  As  managing  director  of  the  Air  Transport  Association,  I 
represent  the  U.S.  airline  industry,  the  commercial  cargo  and  pas- 
senger carriers  who  operate  under  the  U.S.  flag,  and  we  are  here 
today  to  describe  the  advancements  made  through  cooperation  be- 


Ill 


tween  the  Customs  Service  and  the  airlines  in  the  facilitation  of 
trade  and  tourism  in  the  U.S.,  to  show  our  support  what  we  think 
is  innovative  management  at  Customs  Service  that  make  business 
run  better  and  achieves  better  government  enforcement  efforts  and 
to  make  some  revenue-neutral  suggestions  for  changes  to  the  stat- 
ute. 

We  are  talking  about  two  programs  as  being  the  best  examples  of 
our  cooperation  with  Customs,  the  Advanced  Passenger  Informa- 
tion System  and  the  Air  Manifest  System.  API  is  only  three  years 
old,  yet  by  the  end  of  this  year,  we  expect  that  up  to  half  of  the 
passengers  traveling  transoceanic  will  be  processed  under  this 
system.  Customs  has  stimulated  the  adoption  of  this  automated 
system  by  loaning  carriers  small  devices  that  we  attach  to  our 
check-in  computers  that  automatically  pick  up  information  off  of 
the  traveler's  passport  and  enable  government  record  checks  to  be 
conducted.  We  are  looking  at  an  expansion  of  this  program  after  its 
successful  trial  run  to  the  point  where  we  can  virtually  inspect 
people  through  this  process,  issue  documents,  conduct  additional 
record  checks,  perhaps  even  deter  people  from  boarding  an  aircraft 
who  shouldn't  be  on  board  by  expansion  of  this  system. 

In  order  to  do  this,  however,  we  do  have  to  make  changes  to  the 
COBRA  system.  That  system  does  not  allow  the  charge  of  user  fees 
from  Canada,  Mexico  and  the  Caribbean,  yet  Customs  must  devote 
resources  to  inspecting  flights  from  those  regions.  We  encourage 
the  COBRA  Act  to  be  made  consistent  with  other  user  fee  provi- 
sions, such  as  those  for  the  USDA  and  for  the  Immigration  Service 
where  fees  are  collected  on  all  traffic.  This  would  increase  Cus- 
toms' revenues  for  user  fee  use  by  $80  to  $90  million  per  year,  yet 
cost  taxpayers  nothing. 

We  think  this  is  a  critical  change  that  must  be  made  in  order  to 
allow  this  system  to  expand  and  grow  and  make  travel  more  effi- 
cient. We  also  believe  that  that-since  that  provision  should  be 
eliminated  and  any  efforts  to  divert  revenues  from  the  user  fee  to 
deficit  reduction  should  be  opposed. 

The  second  program  is  that  of  the  Air  Manifest  System,  which  is 
central  to  cargo  facilitation.  We  transmit  records  automatically 
and  Customs  compares  those  to  records  transmitted  by  the  brokers. 
If  there  are  no  problems,  this  can  allow  cargo  to  enter  the  United 
States  in  as  quick  a  time  as  one  day,  rather  than  the  four  days  it 
normally  takes  for  the  paperwork  process. 

This  is  an  enormous  improvement  to  paperwork  practice,  makes 
us  more  efficient,  making  the  U.S.  Customs  Service  have  more  reli- 
able data  that  they  can  make  enforcement  decisions  on  and  still 
collect  the  revenue.  We  hope  they  can  understand  this  program 
and  understand  that  they  are  making  some  recommendations  for 
some  appropriations  changes  that  would  allow  them  to  further 
stimulate  Air  Manifest  System  improvements. 

We  highly  recommend  this  and  believe  Customs  can  amply  dem- 
onstrate savings  and  efficiency  to  the  government  that  would  justi- 
fy it. 

Finally,  we  urge  Members  of  the  subcommittee  to  support  the 
passage  of  the  Customs  Modernization  and  Informed  Compliance 
Act.  This  is  again  going  to  make  substantial  changes  to  the  way  we 
do  business.  It  will  allow  Customs  to  automate  additional  record- 
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keeping  functions  and  in  general  make  it  easier  to  move  goods  into 
and  out  of  the  United  States  under  a  NAFTA  environment  or  any 
of  our  other  trade  agreements. 

All  these  are  clear  examples  of  the  Customs  Service's  extraordi- 
narily forward-thinking  approach  to  planning  and  implementing 
modern  inspection  systems.  Our  members  are  acutely  aware  of  the 
necessity  to  employ  modern  technology  to  meet  the  challenges  of 
traffic  volumes  and  we  welcome  Customs'  initiatives.  We  have  en- 
joyed a  highly  productive  working  relationship  with  the  agency 
over  the  past  few  years.  And  for  these  reasons,  ATA  is  confident  in 
supporting  the  expansion  of  the  scope  and  effective  date  of  the  Cus- 
toms user  fees,  and  we  strongly  support  full  funding  of  automated 
passenger  and  cargo  inspection  programs. 

Thank  you  very  much,  Mr.  Chairman.  We  appreciate  the  oppor- 
tunity. 

Mr.  HoYER.  Thank  you. 

[The  statement  of  Mr.  Norton  follows:] 
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Air  Transport  Association  of  America 
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House  of  Representatives 

Committee  on  Appropriations 

Subcommittee  on  Treasury,  Postal  Service,  and  General  Government 


Hearings  on  the  Fiscal  Year  94  Appropriation 

for  the  U.S.  Customs  Service 

March  25,  1993 


Testimony  of  Richard  E.  Norton 
Managing  Director,  Facilitation 


♦♦♦  AMENDED  VERSION  •*♦ 


My  name  is  Richard  Norton,  Managing  Director  of  Facilitation  of  the  Air  Transport 
Association  of  America  (ATA).  We  appreciate  this  opportunity  to  appear  before  you  today  to 
discuss  the  recent  progress  which  the  airline  industry  and  the  Customs  Service  have  made  in 
the  facilitation  of  travel  and  trade.   In  addition,  we  take  this  opportunity  to  recommend 
actions  which  this  Subcommittee  and  the  Congress  as  a  whole  can  take,  to  suppon  further 
enhancements  to  the  systems  under  development  and  thus  improve  enforcement  efficiency  as 
well  as  facilitation. 
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ATA  represents  nineteen  scheduled  airlines  of  the  United  States  and  Canada,  which 
together  carry  over  half  of  the  air  passenger  and  cargo  traffic  into  and  out  of  the  United 
States.   Facilitation  of  this  traffic  through  U.S.  Customs  and  other  Government  agencies' 
inspection  formalities  is  an  ongoing  concern  with  our  members,  since  unnecessary  delays  in 
passenger  clearance  or  cargo  deliveries  invariably  lead  to  the  adverse  economic  consequences 
of  higher  costs  and  lost  revenue  opportunities.  Accordingly,  the  allocation  to  those  agencies 
of  sufficient  resources  to  implement  efficient,  innovative,  and  cost-effective  inspection 
programs  is  of  vital  interest  to  us. 

For  the  past  several  years,  airlines  have  been  working  closely  with  Customs  in  the 
development  and  implementation  of  electronic  data  interchange  (EDI)  programs  which  serve 
both  sectors  of  our  industry  --  the  Advance  Passenger  Information  system  (API)  for  prc- 
arrival  processing  of  passengers,  and  the  Air  Manifest  System  (AMS)  for  pre-arrival 
processing  of  cargo  entries.   Both  systems  have  already  demonstrated  that  the  economic 
benefits,  in  terms  of  productivity  gains  to  both  Customs  and  the  carriers,  will  eventually 
outweigh  the  costs.   But  the  performance  of  both  systems  can  be  improved  upon,  provided 
that  resources  continue  to  be  available  and  that  certain  statutory  impediments  to  the  full 
substitution  of  EDI  for  manual  processing  are  removed. 

API  is  a  program  in  which  the  airlines.  Customs,  and  the  Immigration  Service  exploit 
the  capabilities  of  modem  technology  to  accomplish  part  of  the  passenger  inspection  process 
while  the  aircraft  is  enroute.   In  short,  the  airline  collects  the  passengers'  passport  data  before 
departure  and  transmits  it  electronically  to  the  Customs  computer,  where  it  is  checked  against 
the  various  data  bases  for  "lookouts."  When  the  passengers  arrive,  this  time-consuming  work 
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having  been  accomplished,  they  spend  much  less  time  in  the  inspection  facility.  Thus 
everybody  wins.   The  Government's  enforcement  programs  are  enhanced  by  early  receipt  of 
passenger  information,  and  the  airline  benefits  from  the  reduction  in  operational  costs 
associated  with  inspection  delays. 

The  API  program  is  just  three  years  old.   Yet  already,  over  one  fourth  of  arriving 
transoceanic  passengers  enjoy  the  expedited  inspection  by  Immigration  and  Customs  which  is 
made  possible  by  the  prior  transmission  of  their  passport  data  by  the  airlines.   At  present, 
ATA's  five  largest  member  airlines  are  among  the  22  air  carriers  participating,  and  two  more 
plan  to  come  on  line  within  the  next  eighteen  months.   By  the  end  of  1993,  as  many  as  half 
of  all  inbound  international  passengers  will  be  inspected  under  this  program;  unquestionably, 
API  is  the  inspection  mode  of  the  future. 

A  critical  factor  in  API's  phenomenal  growth  record  has  been  the  Customs  Service's 
policy  decision  to  meet  us  halfway  in  the  start-up  costs,  i.e.  to  "loan"  to  the  airlines,  at  no 
charge,  the  peripheral  hardware  which  collects  data  from  machine-readable  travel  documents 
for  transmission  by  the  airline's  computer  system.   Customs  has  procured  this  equipment  with 
funds  from  the  user  fee  account,  as  provided  for  in  the  revised  statute.  Over  the  next  two 
years,  demand  for  this  equipment  is  expected  to  double,  as  the  carriers  expand  their 
participation  in  API  and  as  the  program  expands  to  include  collection  of  passenger  data  at  the 
time  of  outbound  departure,  at  state-side  check-in  locations. 

For  future  years,  we  have  recently  recommended  a  set  of  enhancements  to  the  API 
specification  which  will  heighten  its  value  as  an  enforcement  and  facilitation  tool  and  make  it 
an  interactive  system  that  would  be  more  effective  at  interdicting  would-be  illegal  entrants 
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and  security  risks.   The  enhanced  program  which  we  envision  would  integrate  API  with  better 
telecommunications  capabilities,  leading  to  a  revolution  in  the  admissions  process.  The 
system  would  help  us  confirm  a  passenger's  identity  and  the  validity  of  his  travel  documents, 
automatically  generate  entry  documents  for  bona  fide  travellers,  and  intercept  known 
counterfeit  or  altered  documents  --  all  prior  to  embarkation.   Post-arrival  processing  could  be 
drastically  reduced,  and  in  some  cases  eliminated.    To  accomplish  all  of  this  development, 
however,  Customs  will  need  additional  resources. 

To  provide  for  these  new  resources  for  automated  programs  --  and  also  for  expansion 
of  preclearance  to  one  additional  location  in  Canada  -  ATA  member  carriers  support  an 
amendment  of  the  "User  Fee  Statute,"  19  USC  58c,  to  remove  the  exemption  which  currently 
applies  to  air  passengers  from  Canada,  Mexico,  and  the  Caribbean  area.   Most  of  the 
passengers  from  these  areas  embark  on  flights  to  the  United  States  at  preclearance  locations; 
to  us,  it  makes  sense  that  the  same  law  which  requires  Customs  to  fund  preclearance 
operations  from  the  user  fee  should  also  require  collection  of  the  fee  firom  passengers  which 
are  precleared.   Furthermore,  we  urge  the  subcommittee  to  oppose  any  amendments  that 
would  divert  pa$senger-paid  user  fee  revenues,  such  as  the  proposal  included  in  the 
Administration's  budget,  that  would  steer  overtime  savings  into  a  deficit- reduction  program. 
Finally,  we  support  removal  of  the  "sunset"  provision  which  currently  terminates  collection  of 
Customs  user  fees  on  September  30,  1995,  and  the  addition  of  language  that  will  eliminate 
cumbersome  staffing  procedures  for  the  agency  when  appropriations  and  user  fee  levels  are 
changed  by  Congress. 

Our  second  area  of  interest,  no  less  important  in  terms  of  productivity  considerations. 
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is  the  further  expansion  of  the  Air  Manifest  System  (AMS),  a  module  of  Customs'  Automated 
Commercial  System.   From  the  performance  we  have  seen  so  far,  we  are  convinced  that  this 
program,  in  concert  with  automated  entry  filing,  is  central  to  cargo  facilitation.  Through 
AMS,  the  airline  transmits  electronic  records  of  all  shipments  on  board  its  incoming  flights. 
In  the  Customs  system,  these  records  are  matched  up  with  the  electronic  entries  which  are 
filed  by  the  importer  through  the  automated  broker  interface  (ABI).  Customs  can  --  and  does 
~  review  both  sets  of  records  as  soon  as  it  has  all  the  information,  and  make  a  decision  about 
the  shipment's  status  before  the  flight  arrives.   As  a  result,  a  high  percentage  of  cargo  is 
ready  for  delivery  on  the  day  it  arrives  --  in  contrast  to  four  days  later,  which  is  the  usual 
expectation  when  documents  are  filed  manually. 

In  an  industry  in  which  goods  are  transported  halfway  around  the  world  in  less  than 
one  day,  an  automation  program  which  appreciably  shortens  a  cargo  shipment's  post-arrival 
"dwell  time"  enhances  the  value  of  the  air  transportation  product  to  the  same  degree. 
Moreover,  we  have  estimated  ihat  the  faster  throughput  of  cargo  and  the  elimination  of 
manual  paperwork  processes  --  both  direct  products  of  the  AMS  system  --  will  ultimately 
save  each  participating  airline  millions  of  dollars  annually.   We  are  therefore  keenly  interested 
in  ensuring  that  Customs  has  the  resources  it  needs  to  support  the  complete  implementation  of 
AMS  in  the  air  carrier  conununity.   Such  support  includes,  but  is  not  limited  to: 

•  Programming  of  planned  system  enhancements  and  other  agency  interfaces, 
which  make  the  AMS/ABI  partnership  more  productive  and  profitable  for  the 
users. 

•  Continued  provision  of  toU-firee  communication  lines,  to  encourage  small 


118 


operators  to  participate  in  AMS. 

•  Continued  sponsorship  of  EDI  projects  with  Canada's  and  Mexico's  customs 

services,  to  harmonize  automated  cargo  manifest  and  entry  procedures. 
Accordingly,  we  strongly  recommend  approval  of  Customs'  budget  request  for  continued 
automation  development.   Such  an  appropriation  is  well  justified  by  savings  in  manpower 
costs  to  the  Government,  in  addition  to  the  savings  that  will  accrue  to  the  industry. 

Finally,  we  urge  the  members  of  this  Subcommittee  and  the  Congress  as  a  whole  to 
support  passage  and  enactment  of  the  Customs  Modernization  and  Informed  Compliance  Act. 
We  view  this  major  overhaul  of  the  Customs  laws  as  a  basic  element  in  the  air  transportation 
industry's  global  competitiveness  because  it  will  allow  us  to  abandon  costly  paper-intensive 
processes  in  business  transactions  between  Customs  and  the  private  sector.   As  a  result  all  of 
us  will  get  our  money's  worth  from  the  investment  in  automated  inspection  systems. 

The  U.S.  Customs  Service  has  been  extraordinarily  forward-thinking  in  its  approach  to 
planning  and  implementing  modem  inspection  systems.   Our  airline  members  are  acutely 
aware  of  the  necessity  to  employ  modem  technology  to  meet  the  challenges  of  ever- 
expanding  traffic  volumes;  they  have  welcomed  Customs'  initiatives  and  have  enjoyed  a 
highly  productive  working  relationship  with  the  agency  over  the  past  several  years.    For 
these  reasons,  ATA  is  confident  in  supporting  extension  of  the  scope  and  effective  date  of  the 
Customs  user  fees,  and  we  strongly  support  full  funding  of  automated  passenger  and  cargo 
inspection  programs. 

We  thank  you  for  the  opportunity  to  present  our  views  today,  and  I  would  be  happy  to 
take  your  questions. 
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Thursday,  March  25,  1993. 

AMERICAN  FEDERATION  OF  GOVERNMENT  EMPLOYEES 

WITNESS 
JOHN  N.  STURDIVANT 

INTRODUCTION 

Mr.  HoYER.  Mr.  Sturdivant. 

Mr.  Sturdivant,  we  welcome  you,  my  good  friend  for  many,  many 
years  and  one  of  the  outstanding  Federal  employee  labor  union 
leaders  in  this  Country  and  of  course  an  international  vice  presi- 
dent of  the  AFL-CIO.  We  are  honored  to  have  you  here,  sir. 

Statement  of  John  Sturdivant 

Mr.  Sturdivant.  Thank  you,  Mr.  Chairman.  I  thank  you  for  in- 
viting me  and  you  gave  me  the  opportunity  to  corne  up  here  and 
our  executive  council  is  now  meeting  in  session,  AFGE,  and  to  ex- 
press our  thanks  and  appreciation  for  the  very  fine  work  you  have 
done  on  behalf  of  Federal  employees  and  your  courage  and  your 
initiative  in  making  sure  that  FEPCA,  which  you  are  the  author  of, 
continues  to  do  the  job  that  it  has  to  do,  and  I  just  want  to  thank 
you  and  express  my  gratitude  for  the  work  that  you  are  doing. 

Mr.  Chairman,  you  know,  like  a  majority  of  Americans,  AFGE 
members  support  the  general  thrust  of  the  President's  economic 
plan  and  we  have  always  been  willing  to  pay  our  fair  share.  The 
problem  is  Federal  employees  also  seem  to  be  asked  to  bear  a  dis- 
proportionate share  of  this  financial  burden,  and  I  am  going  to 
summarize  my  summary  which  has  already  been  summarized 
many  times  because  I  don't  have  to  go  through  all  the  technical  de- 
tails of  this  with  you,  Mr.  Chairman. 

You  know  them  better  than  I  do,  but  certainly  in  the  past,  we 
have  borne  pay  freezes,  layoffs,  furloughs,  and  the  list  goes  on,  and 
quite  frankly  Federal  workers  have  contributed  well  over  $100  bil- 
lion in  wages  as  a  result  of  pay  caps  over  the  past  decade.  Unfortu- 
nately, the  President's  pay  freeze,  locality  pay  delay,  and  reduction 
in  health  insurance  payments  are  really  too  much  to  ask.  We  are 
asked  to  pay  twice.  We  are  asked  to  pay  as  citizens  paying  higher 
taxes  and  v/e  are  asked  to  suffer  real  economic  losses  as  a  result  of 
the  pay  freeze. 

This  is  an  administration  that  certainly  we  support  and  we 
helped  to. elect  and  we  believe  that  they  want  to  have  an  activist 
government.  We  believe  in  order  to  have  an  activist  government, 
you  have  to  have  activist  Federal  employees.  They  want  to  rein- 
vent government.  They  want  to  review  the  performance  of  govern- 
ment, and  we  would  argue  that  it  is  not  possible  to  do  that  without 
highly  motivated,  highly  qualified  Federal  workers. 

We  made  our  position  on  this  quite  clear  to  the  administration 
and  this  afternoon  I  am  going  to  get  an  opportunity  to  meet  with 
the  Vice  President  and  I  am  going  to  continue  to  make  that  in  a 
rational,  respectful  way,  but  quite  frankly  we  have  never  accepted 
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these  types  of  proposals  from  Republicans  and  we  find  them  just  as 
unacceptable  from  our  Democratic  friends. 

The  average  Federal  salary  is  around  $36,000,  and  the  pay  freeze 
will  cost  this  employee  approximately  $2,000  in  1994,  and  this 
alone  is  10  times  the  estimated  $200  in  energy  taxes  that  are  com- 
parable paid  by  non-Federal  workers  being  asked  to  contribute,  as 
we  call  it,  in  1994.  Add  this  to  at  least  $2,300  in  added  health  insur- 
ance premiums  and  the  $2,500  contribution  the  average  Federal 
worker  would  make  under  the  President's  present  proposal,  com- 
pares favorably  with  someone  who  is  making  over  $200,000.  So  it  is 
unfair.  The  administration  has  admitted  it. 

We  believe  that  it  simply  does  no  good  to  try  and  reinvent  gov- 
ernment or  so  many  other  things  that  we  think  are  vital  in  this 
administration's  desire  without  the  cooperation  and  the  high 
morale  of  the  Federal  workers  involved  in  that  process  and  it  cer- 
tainly sends  a  mixed  message,  a  double  message,  and  we  would 
hope  that  you  and  the  Members  of  Congress  who  have  worked  with 
us  over  the  years  would  work  to  turn  that  around  quite  frankly. 

FEPCA  of  course  is  something  you  were  the  author  of.  We  be- 
lieve that  to  destroy  FEPCA  would  take  a  giant  step  backwards. 
We  worked  very  hard.  You  know  the  compromises  that  were  made 
to  take  the  pay  setting  process  out  of  the  political  arena.  We  think 
it  is  short-sighted  to  put  it  back  in.  And  while  we  encourage — the 
Budget  Committee  has  rejected  the  President's  effort  to  cut  $680 
million  in  FEHB,  we,  the  House  resolution  cuts  Federal  retirement 
benefits  and  we  certainly  don't  support  that  and  we  don't  believe 
that  that  is  the  direction  to  go. 

The  President  has  challenged  everyone  to  come  up  with  lists  and 
certainly  AFGE  has  worked  long  and  hard  and  we  believe  our  list 
is  as  good  as  anyone's  and  better  than  most.  First  on  our  list  is  con- 
tracting out.  We  said  that  it  costs  the  government  $78  billion.  0MB 
came  forward  and  said  it  costs  the  government  $103  billion  a  year. 
We  propose  a  10  percent  cut  in  spending. 

If  Federal  employees  have  to  be  frozen,  if  everything  else  has  to 
be  frozen,  we  propose  that  the  government  do  a  10  percent  cut  in 
contracting  and  that  would  save,  based  on  the  OMB  estimate,  a  10 
percent  reduction  would  save  $10.3  billion  for  five  years,  10  percent 
reduction  for  five  years  would  save  approximately  $130  billion. 

There  is  $40  billion  worth  of  government  property  out  there  that 
contractors  have.  We  think  that  the  government  and  the  taxpayers 
ought  to  go  back  and  either  get  that  property  or  be  reimbursed  for 
it  or  be  paid  for  it  and  we  believe  that  the  government  should 
make  an  aggressive  effort  to  reclaim  this  equipment  and  seek  reim- 
bursement from  materials  which  have  been  improperly  used,  main- 
tained or  sold  to  the  government.  We  estimate  $10  billion  could  be 
recovered. 

We  published  those  ideas,  those  ideas  and  many  others  in  a  form 
called  "Revitalizing  the  Federal  Government".  We  sent  it  to  mem- 
bers of  the  administration.  We  have  made  it  available  to  Members 
of  Congress  and  we  are  going  to  continue  to  do  that  and  we  would 
be  happy  to  make  these  materials  available  to  the  committee. 

There  are  other  ways,  there  are  other  more  reasonable,  rational 
ways  to  cut  government  spending,  to  reduce  the  waste,  than  taking 
it  out  of  the  GS-5s  and  6s,  many  of  whom  are  single  parents,  head 
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of  households,  many  of  whom  can't  afford  this  responsibility,  to 
have  this  double-whammy. 

And  certainly  we  appreciate  your  support  in  this  issue  and  we 
are  prepared  to  work  with  you  right  on  through  the  end  to  make 
sure  that  we  don't  have  to  pay  two  and  three  times  in  this  Presi- 
dent's economic  package. 

Mr.  HoYER.  Thank  you  very  much,  Mr.  Sturdivant,  for  your 
statement.  As  you  know  full  well,  I  am  pleased,  that  in  the  budget 
that  was  adopted,  first  of  all,  there  was  a  recognition  in  the  report 
of  the  Budget  Committee  that  locality  pay  ought  to  go  forward.  The 
White  House  and  0MB  both  agree  on  that. 

Obviously  it  is  a  zero  sum  game  as  we  all  recognized  at  the 
outset.  That  is  to  say,  we  cannot  add  additional  expenditures  with- 
out taking  away  an  equal  amount  of  expenditures.  We  need  to  do 
this  so  that  we  do  in  fact  accomplish  what  is  absolutely  critical — 
that  is  bring  the  deficit  down  and  grow  this  economy. 

Secondly,  as  you  also  know,  there  was  a  disparity  in  the  health 
costs  between  CBO  and  OMB.  I  think  everybody  agreed,  almost 
from  the  beginning,  that  the  health  care  benefits  or  health  care 
contribution  in  the  Federal  Government  ought  not  to  be  reduced 
and  I  am  reasonably  confident  that  that  will  be  the  case. 

So  two  of  those  items  hopefully  we  are  going  to  be  successful  on. 
We  are  going  to  work  on  the  others.  We  admire  the  work  you  and 
your  organization  are  doing  to  represent  the  best  interest  of  Feder- 
al employees  and  I  want  to  say  the  American  taxpayer  deserves 
and  ultimately  wants  a  highly  motivated  and  capable,  talented 
Federal  work  force  to  carry  out  the  objectives  that  they  set  forth 
through  the  Congress. 

Mr.  Sturdivant.  Thank  you,  Mr.  Chairman.  I  wish  you  much 
success  and  good  luck  in  the  future. 

Mr.  HoYER.  We  will  take  a  brief  recess. 

[The  statement  of  Mr.  Sturdivant  follows:] 
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My  name  is  John  Sturdivant,  and  I  am  the  National  President  of  the  American 
Federation  of  Government  Employees,  AFL-CIO  (AFGE).  On  behalf  of  the  more  than 
700,000  federal  employees  nationwide  which  AFGE  represents,  I  thank  you  for  the 
opportunity  to  testify  on  the  impact  of  President  CUnton's  economic  proposals.  I  also 
want  to  extend  my  most  sincere  gratitude  to  the  Chairman  for  his  strong  and  very  pubhc 
efforts  to  protect  the  interests  of  federal  employees.  Your  support  has  been  courageous, 
principled,  and  most  appreciated. 

Like  a  majority  of  Americans,  AFGE  members  support  the  general  thrust  of  the 
President's  economic  plan.  Federal  employees  have  always  been  in  favor  of  deficit 
reduction,  policies  which  rebuild  our  nation's  industrial  capacity  and  improve  its 
competitiveness,  a  progressive  tax  structiu-e,  and  effective  programs  which  aid  the  needy. 
And  we  have  always  been  willing  to  pay  our  fair  share  for  these  policies. 

The  problem  is:    federal  employees  always  seem  to  be  asked  to  bear  a  hugely 
disproportionate  share  of  this  financial  biu-den.  In  the  past,  we  have  borne  pay  freezes, 
layoffs,  furlough  threats  from  sequestrations,  benefit  reductions,  increases  in  health 
insurance  premiimis,  increases  in  oiu-  costs  for  pension  benefits,  staffing  shortages,  * 
workload  increases,  shortages  of  supplies~the  list  goes  on. 

We  have  sacrificed  continually  over  the  last  15  years,  and  we  are  willing  to  do  more 
federal  workers  have  contributed  well  over  $100  billion  in  wages  as  a  result  of  pay  caps 
over  the  past  decade.  But  we  cannot  agree  to  the  level  of  "sacrifice"  suggested  by  the 
President  or  all  the  alternatives  suggested  by  the  Congressional  Budget  Committees. 
The  President's  proposed  pay  freeze,  locedity  pay  delay,  and  reduction  in  health 
insurance  payments  are  simply  too  much.  While  we  are  encouraged  that  the 
Congressional  Committees  have  decided  to  abide  by  the  Congressional  Budget  Office's 
baseUne  figures  for  the  Federal  Employee  Health  Benefit  Program  (FEHBP),  the 
President's  effort  to  use  OMB's  alternative  mmibers  remains  troubling. 
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In  the  President's  plan,  federal  employees  are  being  asked  to  pay  twice:  once  as 
citizens  paying  higher  energy  taxes  and  doing  without  some  government  services,  and 
again  as  employees  who  will  suffer  real  wage  losses  from  a  pay  freeze,  be  forced  to  pay 
an  ever  higher  percentage  of  our  health  insurance  premiums,  and  will  face  increased 
workloads  as  we  take  on  added  responsibiUties  as  a  consequence  of  staff  reductions 
produced  by  attrition. 

President  Ointon  vowed  to  spare  people  who  make  less  than  $30,000  per  year, 
arguing  correctly  that  those  in  this  group  have  sacrificed  enough  in  the  past  12  years. 
But  46  percent  of  federal  workers  fall  into  this  category,  and  for  them,  the  pay  freeze 
and  the  health  insurance  cuts  amount  to  an  effective  increase  in  their  income  tax  rate 
of  6  percent 

Nationally,  the  average  federal  salary  is  aroimd  $36,000.  The  pay  freeze,  including 
the  foregone  Employment  Cost  Index  (ECI)  adjustment  and  the  locality  adjustment,  wall 
cost  this  employee  approximately  $2,000  in  1994.  This  alone  is  ten  times  the  estimated 
$200  in  energy  taxes  a  comparably  paid  non-federal  worker  is  being  asked  to  contribute 
in  1994.  Add  to  this  at  least  $300  in  added  health  insurance  premiimis,  and  the  $2,500 
"contribution"  our  average  federal  worker  is  making  compares  favorably  with  that  being 
asked  of  someone  with  taxable  income  of  at  least  $200,000  who  has  not  managed  to 
shelter  his  income  or  foUow  some  of  the  many  strategies  available  to  him  for  avoiding 
tax  increases  altogether. 

What  is  worse,  the  burden  on  federal  employees  will  be  felt  forever  because  not 
only  has  the  President  proposed  freezing  pay  in  1994,  he  wants  to  refigure  the  whole 
pay-setting  formula  set  forth  in  the  Federal  Employees  Pay  Comparability  Act  (FEPCA) 
wliich  was  designed  to  close  the  considerable  gap  between  federal  and  non-federal  pay 


125 


on  a  locality  basis  while  providing  an  annual  ECI  adjustment  to  make  sure  a  gap  would 
not  arise  again.  Further,  the  1994  freeze  will  not  only  have  a  permanently  negative 
effect  on  salaries,  but  pensions  and  life  insurance  benefits  as  well. 

Principal  among  precepts  of  FEPCA  is  the  goal  of  divorcing  the  annual  federal  pay- 
setting  process  from  the  pohtical  process.  The  pay-setting  system  embodied  in  FEPCA 
already  represented  a  compromise  between  the  goal  of  federal  and  non-federal  pay 
comparability,  and  the  resfraints  of  the  budget  deficit.  It  is  a  good  and  a  constructive 
compromise,  which  addressed  simultaneously  equity  for  federal  employees,  and  the 
government's  needs  in  the  area  of  recruitment  and  retention. 

To  imdermine  the  FEPCA,  as  the  President  has  proposed,  is  to  take  a  giant  step 
backward  toward  the  ineffectiveness,  inconsistency,  and  politiceil  contentiousness  which 
predated  and  inspired  the  new  law.  The  locality  pay  adjustments  which,  by  law,  are 
supposed  to  begin  in  1994,  were  designed  to  begin  the  process  of  reducing  the  gap 
between  federal  and  non-federal  pay  which  averages  30  percent  nationwide.  Delaying, 
denying,  or  reducing  these  adjustments  will  only  exacerbate  problems  which  were  severe 
enough  to  motivate  the  past  adminisfration,  which  was  hardly  magnanimous  toward 
federal  employees,  to  act  decisively.  In  short,  it  is  neither  prudent  nor  fair  to  repudiate 
the  pay-setting  mechanism  of  FEPCA. 

The  House  Budget  Resolution  includes  several  proposals  which  reduce  retirement 
benefits  for  federal  employees.  One  rationale  being  offered  for  these  cuts  is  that  the 
federal  retirement  system  is  overly  generous  relative  to  its  non-federal  counterparts. 
This  assertion  is  not  trie.  Indeed,  retirement  benefits  are  the  only  aspect  of  federal 
compensation  which  is  largely  comparable  to  that  offered  by  large  private  sector 
employers,  while  the  other  two  main  components,  pay  and  health  insurance,  are  inferior 
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by  varying  amounts.  Further,  many  current  federal  retirees  do  not  receive  Social 
Security,  and  by  prior  agreement  were  assured  that  in  matters  of  income  protection  their 
annuities  would  be  treated  in  the  same  manner  as  Social  Security. 

Finally,  the  COLA  due  retirees  is  not  comparable  to  the  Employment  Cost  Index 
(ECI)  adjustment  on  which  active  federal  employees'  annual  pay  raises  are  based  in 
FEPCA.  The  ECI  adjustment  reflects  the  average  pay  increases  granted  to  non-federal 
workers  in  the  past  year,  while  the  COLA  for  federal  retirees  and  Social  Security 
beneficiaries  is  based  on  the  Consumer  Price  Index  (CPI),  a  measiu-e  of  changes  in  the 
prices  of  goods  and  services.  Thus  ehminating  the  COLA  for  retirees  because  the 
President  wants  to  eliminate  the  ECI  adjustment  for  active  federal  employees  is  both 
illogical,  and  harmful  to  active  and  retired  federal  employees  alike. 

Since  we  are  among  those  objecting  to  aspects  of  the  President's  plan,  we  are  willing 
"to  put  up"  alternative  suggestions  for  spending  cuts  and  tax  increases  which  win  more 
than  pay  for  the  maintenance  of  the  federal  employee  compensation  package. 

First  on  our  list  is  the  government's  contracting  out  program.  Often  touted  as  a 
means  of  saving  the  government  money,  it  usually  costs  more,  and  invites  fraud, 
inefficiency,  and  delay.  The  OMB  reported  this  week  that  the  government  currently 
spends  $103  billion  per  year  on  private  contracts,  a  figure  that  is  66  percent  more  than 
it  did  just  8  years  ago,  according  to  the  Federal  Procurement  Data  Center.  Indeed,  it 
is  one  of  the  fastest  growing  areas  of  expenditure  in  the  budget,  behind  health  care  and 
interest  on  the  national  debt.  Numerous  groups  both  inside  and  outside  government, 
including  the  GAO,  DoD  Inspector  General,  the  President's  Council  on  Management 
Improvement  (1990  report),  the  House  Government  Operations  Committee,  and  The 
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Washington  Post  have  produced  reports  demonstrating  the  multitude  of  ways  that  the 
government's  contracting  out  program  wastes  money. 

Government  service  contracts  primarily  purchase  labor  services.  In  the  aggregate, 
at  least  60  percent  of  the  value  of  these  contracts  represent  the  cost  of  hiring  people  to 
perform  day  to  day  work  for  the  government.  Just  as  the  President  has  proposed 
reducing  the  federal  workforce  by  100,000  as  a  means  to  spur  efSciency,  AFGE 
recommends  a  10  percent  cut  in  the  level  of  spending  on  private  contracts  so  that  those 
in  the  private  sector  will  be  similarly  encouraged  to  do  more  with  less  in  the  name  of 
deficit  reduction.  Based  on  the  OMB  estimate  that  service  contracts  cost  $103  billion 
annually,  a  10  percent  reduction  will  save  $10.3  billion.  A  10  percent  reduction  per  year 
for  five  years  will  save  approximately  $130  biUion. 

According  to  a  1985  report  to  the  House  Committee  on  Government  Operations, 
there  is  approximately  $40  billion  worth  of  government  property  which  has  been  loaned 
to  private  companies  as  part  of  the  contracting  out  process.  It  was  found  that  in  many 
cases  these  materials  and  equipment  were  not  necessary  for  performing  the  contract,  or 
were  being  used  to  perform  other  commercial  work  not  related  to  the  contract,  or  not 
able  to  be  located,  or  in  the  worst  cases,  sold  back  to  the  government.  If  an  aggressive 
effort  were  made  to  reclaim  this  equipment  and  seek  reimbursement  for  materials  which 
have  been  improperly  used,  maintained,  or  sold  to  the  government,  we  estimate  $10 
billion  could  be  recovered. 

AFGE  has  published  our  ideas  for  improving  government  operations  which  save 
money,  as  well  as  a  list  of  government  programs  and  tax  subsidies  which  we  feel  cannot 
be  justified  in  an  era  of  tight  budgets.  Many  of  our  ideas  are  unique  and  are  based  on 
the  experience  of  AFGE  members  whose  work  experience  in  agencies  and  programs 
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throughout  the  government  gives  them  special  insight  into  what  is  useful  and  what  is  not 
in  the  way  government  functions.  We  would  be  happy  to  make  these  materials  available 
to  the  Committee. 

BusinessWeek  magazine  recently  published  its  own  list  of  spending  cuts  and  tax 
increases  which  would  save  the  government  some  $131  billion.  While  AFGE  cannot 
endorse  that  entire  Ust,  it  includes  plenty  of  good  ideas  for  ending  programs  of 
questionable  national  benefit,  and  adding  to  revenues  in  ways  which  are  both 
progressive,  and  do  not  distort  investment  decisions. 

This  concludes  my  testimony.  Again,  I  wish  to  thank  the  Chairman  for  his  efforts 
on  oiu'  behalf,  and  for  the  opportunity  to  testify  here  today.  If  you  have  any  questions, 
I  will  be  happy  to  respond. 
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Thursday,  March  25,  1993. 
ROCHESTER  INSTITUTE  OF  TECHNOLOGY 

WITNESSES 

HON.  LOUISE  McINTOSH  SLAUGHTER,  A  REPRESENTATIVE  IN  CONGRESS 
FROM  THE  STATE  OF  NEW  YORK 

ALBERT  SIMONE 

INTRODUCTION 

Mr.  HoYER.  At  this  time,  I  will  recognize  my  very  good  friend,  a 
member  of  the  Rules  Committee,  and  Chairman  of  the  Organiza- 
tional Study  Review  Committee,  representing  that  beautiful  garden 
spot  of  the  world,  Rochester,  New  York,  the  distinguished  Con- 
gresswoman,  Louise  Slaughter. 

Ms.  Slaughter.  Thank  you,  Mr.  Chairman.  I  would  like  to  be 
joined  by  the  President  of  Rochester  Institute  of  Technology,  Mr. 
Albert  Simone. 

Mr.  HoYER.  Doctor,  we  are  very  pleased  to  welcome  you  here 
with  your  distinguished  congressional  representative.  She  does  an 
outstanding  job  for  New  York  and  for  the  Country,  and  we  certain- 
ly all  hear  about  Rochester  all  the  time.  She  is  really  one  of  the 
leaders  of  the  Congress,  as  you  know,  and  we  are  very  pleased  to 
have  you  here. 

Ms.  Slaughter.  Thank  for  those  kind  words. 

Thank  you,  Steny.  Thank  you.  I'll  just  submit  my  statement  for 
the  record. 
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STATEMENT  BY 

THE  HONORABLE  LOUISE  M.  SLAUGHTER 

BEFORE  THE 

SUBCOMMITTEE  ON  TREASURY -  POSTAL - GENERAL  GOVERNMENT 

COMMITTEE  ON  APPROPRIATIONS 

U.S.  HOUSE  OF  REPRESENTATIVES 

MARCH  25,  1993 

Mr.  Chairman,  I  am  pleased  to  have  the  opportunity  to 
introduce  Dr.  Albert  Simone,  the  new  president  of  the  Rochester 
Institute  of  Technology.   Dr.  Simone  has  taken  the  helm  at  RIT  in 
order  to  continue  the  Institute's  unparalleled  commitment  to 
preparing  students  to  make  significant  research  and  development 
advancements  that  benefit  both  industry  and  government.   Under 
his  leadership  I  am  confident  that  RIT  will  build  upon  its  well-^ 
deserved  status  as  one  of  our  nation's  leading  science  and     ~" 
engineering  universities.   Dr.  Simone  is  here  today  to  provide 
you  with  a  status  report  on  the  Center  for  Integrated 
Manufacturing  Studies. 

I  remain  convinced  that  RIT  is  the  appropriate  place  for  an 
applied  research  facility  designed  to  assist  and  support  the 
manufacturing  sector.   RIT's  outstanding  work  in  microelectronics 
and  imaging  sciences,  its  innovative  "real  world"  teaching  and 
research  philosophy,  and  its  close  association  with  a  number  of 
major  industrial  corporations  uniquely  qualify  the  Institute  as 
the  appropriate  site  for  such  a  facility.   When  completed,  the 
Center,  or  "CIMS, "  will  allow  RIT  to  increase  its  already 
noteworthy  contribution  to  industry  through  the  training  of 
undergraduate  and  graduate  scientists  and  engineers. 

The  City  of  Rochester  itself  is  truly  a  national  leader  in 
industrial  engineering  and  manufacturing,  having  recognized  early 
the  critical  importance  of  high  technology  research  and 
development .   Our  region  boasts  one  of  the  highest  per  capita 
productivity  rates  in  the  country,  and  the  percentage  of  our 
workforce  employed  in  advanced  technology  industries  is  four 
times  the  national  level.   The  City  of  Rochester  understands  and 
promotes  high  technology. 

This  is  important  because  it  is  clear  that  our  nation's 
competitive  viability  in  a  global  economy  is  becoming 
increasingly  dependent  on  the  strength  of  our  human  resources, 
especially  in  the  area  of  applied  sciences.   In  recognition  of 
that  fact,  the  State  of  New  York  has  already  contributed  over  $10 
million  to  the  CIMS  project,  and  leading  manufacturers  such  as 
Eastman  Kodak,  Xerox,  and  IBM  have  provided  RIT  with  nearly  $11 
million  in  funding  and  in-kind  contributions.   Accordingly,  I 
urge  you  to  approve  the  Institute's  request  for  continued  federal 
support  toward  the  realization  of  the  Center  for  Integrated 
Manufacturing  Studies. 


It  is  my  pleasure  now  to  present  Dr.  Simone. 
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Statement  of  Albert  Simone 

Mr.  Simone.  Mr.  Chairman,  thank  you  very  much  for  your  kind 
welcome.  I  am  Al  Simone,  as  I  guess  you  heard.  I  am  the  new  presi- 
dent at  RIT.  I  have  been  president  only  since  September  of  1992, 
when  I  was  previously  president  at  the  University  of  Hawaii  for 
eight  years.  And  at  that  time,  I  had  the  great  pleasure  of  coming  to 
know  and  work  closely  with  one  of  your  former  colleagues,  Con- 
gressman, now  senator,  Dan  Inouye,  who  is  a  close  friend,  and  we 
worked  on  many  projects,  such  as  this  one,  and  as  you  have  now 
seen.  I  am  very  pleased  to  be  able  to  develop  a  similar  relationship 
with  Congressman  Slaughter. 

RIT  is  a  technological  university.  It  has  had  an  impact  nationally 
in  a  number  of  fields,  including  microelectronics  and  engineering, 
where  some  of  our  leading  technology  firms  describe  our  under- 
graduate program  there  as  among  the  very  best  in  the  country. 

In  our  Center  for  Imaging  Sciences  where  we  offer  the  only  Ph.D. 
program  in  the  country  in  that  area,  RIT  has  a  philosophy  of 
career  orientation  and  applications  orientation  that  goes  back  to 
1929  when  it  was  founded  and  it  was  reflected  in  a  co-op  education 
program,  a  partnership  between  industry  and  the  university,  where 
we  are  the  fourth  oldest  and  fifth  largest  in  the  country  and  in  our 
approach  to  total  quality  management  in  which,  for  example,  IBM 
in  this  last  year  designated  the  university  as  one  of  six  to  initiate 
paradigms  for  total  quality  management  within  its  business  school 
and  engineering  school,  and  they  gave  us  a  $1.3  billion  grant  to  do 
that. 

I  mention  those  areas:  Microelectronics,  engineering,  imaging  sci- 
ence, our  business  school,  our  engineering  school,  our  total  quality 
management  approach,  a  career  occupation,  because  it  brings  those 
all  together  in  our  Center  for  Integrated  Manufacturing  Studies, 
which  is  an  interdisciplinary  approach  to  solving  real  problems  in 
a  real  world  faced  primarily  by  small-  and  medium-sized  businesses 
in  the  manufacturing  sector. 

We  hope  by  bringing  these  problems  to  the  floor,  working  on  so- 
lutions on  the  manufacturing  floor,  giving  them  access  where  they 
would  not  otherwise  have  access,  we  hope  to  increase  employment, 
increase  the  tax  base,  make  our  manufacturing  sector  in  New 
York,  and  also  in  the  country,  especially  in  the  country,  more  com- 
petitive. 

As  part  of  our  philosophy  in  this  career  orientation,  we  also  have 
a  philosophy  of  partnership.  We  have  gone  again  to  the  industrial 
sector  in  firms  such  as  Kodak,  Xerox,  Bausch  &  Lomb,  IBM,  Texas 
Instruments,  which  have  already  contributed  just  about  $12  million 
in  cash  and  equipment  and  in-kind  contributions  to  this  project. 
That  is  going  to  be  about  one-third  of  its  overall  cost. 

We  have  gone  to  the  State  of  New  York  and  presented  this  idea 
and  this  concept.  The  State  regards  it  as  unique,  not  only  in  the 
State,  but  perhaps  in  the  country,  and  is  committed  to  approxi- 
mately $10  million,  which  again,  $10  to  $11  million,  which  is  about 
a  third. 

The  other  partner  is  of  course  the  Federal  Government  and  we 
came  to  the  Federal  Government  several  years  ago  with  this  idea. 
In    1990,   this   committee   did   appropriate   $1.5   million   for   this 
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project.  In  1991,  this  committee  appropriated  $1.75  million,  that  is 

three  and  a  quarter.  .,,      , 

Last  year  we  went  to  the  Defense  Subcommittee  because  ot  an 
objective  that  it  stated  was  to  promote  technology  transfer,  particu- 
larly in  manufacturing,  and  it  gave  us  $3  million,  and  if  we  can— 
and  we  are  asking  this  committee  for  $5.7  million  for  this  year.  If 
we  get  that  5.7,  that  will  make  the  total  Federal  commitment 
about  $12  million,  which  is  about  a  third  of  the  cost  of  the  project. 
So  it  would  be  one-third  borne  by  industry,  one-third  borne  by  the 
State  of  New  York  and  one-third  borne  by  the  Federal  Government 
to  make  this  happen. 

We  are  ready  to  break  ground.  Our  architectural  drawings  are 
done.  We  have  a  plant  site  set.  If  we  could  get  this  authorization 
this  year,  we  could  be  breaking  ground  this  year.  It  will  be  up  and 
running,  helping  we  think  the  manufacturing  sector  within  two 

years. 

Mr.  HoYER.  Thank  you  very  much.  We  have  a  series  of  questions. 
You  may  have  answered  these  last  year.  However,  let  me  submit 
those  to  you  for  this  year.  If  you  can  go  through  and  answer  those 
questions  for  the  record  I  would  appreciate  it. 

I  also  have  two  other  questions  for  you  concerning  the  HDS 
CIMS  project.  If  you  could  respond  for  the  record  to  those  as  well. 
You  can  just  submit  those  for  the  record.  We  appreciate  it.  So  you 
understand,  we  are  asking  those  questions  of  all  who  are  suggest- 
ing a  specific  project  be  appropriated  by  this  Committee.  The  an- 
swers will  give  us  the  information  which  we  need  to  have. 

Doctor,  thank  you  very  much  and  congratulations  to  you  for  the 
outstanding  work  that  you  and  the  Institution  are  doing. 

Mr.  SiMONE.  Thank  you  very  much. 

[Clerk's  note. — The  information  was  not  provided  for  insertion.] 

[The  statement  of  Mr.  Simone  follows:] 
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TESTIMONY 

DR.  ALBERT  SIMONE 

PRESIDENT 

ROCHESTER  INSTITUTE  OF  TECHNOLOGY 

BEFORE  THE 

SUBCOMMITTEE  ON  TREASURY-POSTAL  SERVICE-GENERAL  GOVERNMENT 

COMMITTEE  ON  APPROPRIATIONS 

U.S.  HOUSE  OF  REPRESENTATIVES 

MARCH  25,  1993 

Thank  you,  Mr.  Chairman.  It  is  a  pleasure  to  be  appearing  before  the 
Subcommittee. 

Mr.  Chairman,  I  would  like  to  begin  by  thanking  you  and  your  colleagues  for 
your  support  for  our  proposal  to  establish  a  Center  for  Integrated  Manufacturing 
Studies  at  the  Rochester  Institute  of  Technology.  Your  Subcommittee  appropriated 
a  total  of  $3.25  million  for  the  center  in  fiscal  years  1990  and  1991.  We  have 
worked  in  close  cooperation  with  the  General  Services  Administration  to  begin  utilizing 
these  funds  for  a  number  of  pre-construction  activities. 

Unfortunately,  in  the  extremely  restrictive  budgetary  environment  of  the  past 
two  fiscal  years,  your  Subcommittee  was  unable  to  provide  us  with  any  additional 
funds  to  support  this  project.  During  that  time,  we  aggressively  pursued  funding 
support  from  a  number  of  other  sources,  and  were  successful  in  securing  funds 
through  several  different  avenues,  including  over  $10  million  from  the  State  of  New 
York  (including  $9.5  million  for  construction  of  the  facility),  a  $3  million  grant  from 
the  U.S.  Department  of  Defense,  and  almost  $11  million  in  cash  and  in-kind 
contributions  from  a  number  of  major  U.S.  corporations.  We  are  here  today  to  request 
that  your  Subcommittee  consider  providing  a  final  contribution  of  $5.75  million  in 
Federal  funds,  which  would  allow  us  to  complete  the  development  of  the  Center  and 
leverage  additional  funds  from  industry. 

I  would  like  to  take  a  moment  to  bring  you  up  to  date  on  the  project.  As  you 
know,  the  center,  which  we  call  CIMS,  will  integrate  RIT's  nationally  recognized 
programs  in  a  wide  range  of  technological  disciplines  and  focus  them  on  the 
development  of  new  manufacturing  methodologies  and  their  rapid  deployment  to  the 
private  sector  and  the  Federal  Government. 

I  am  sure  you  are  aware  that  over  85  percent  of  the  current  United  States  trade 
deficit  can  be  assigned  to  the  decline  in  international  competitiveness  in  the  nation's 
manufacturing  industries,  and  that  employment  in  the  manufacturing  sector  has  been 
declining  steadily  for  the  past  several  years.  We  at  RIT  believe  that  the  development 
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and  implementation  of  proven  manufacturing  technologies  with  immediate  applications 
to  industry  and  improved  methods  of  efficiently  disseminating  those  technologies  to 
the  private  sector  is  critical  to  U.S.  manufacturing  productivity,  and  to  U.S.  economic 
competitiveness  as  a  whole. 

The  165,000  square-foot  CIMS  facility  will  be  a  prototype  manufacturing 
laboratory  facility  for  the  development,  design,  and  testing  of  new  manufacturing 
systems.  The  center  will  house  five  manufacturing  bays  in  imaging,  electronics, 
printing  and  publishing,  mechatronics,  and  advanced  materials,  surrounded  by  state- 
of-the-art  classrooms  and  laboratories.  In  line  with  the  center's  philosophy  and 
objectives,  research  conducted  in  those  bays  will  emphasize  an  integrated,  holistic 
approach  to  manufacturing  which  considers  each  phase  of  the  manufacturing  process 
-  design,  engineering,  and  production  ~  from  the  outset,  eliminating  the  lapses  in 
communication  and  duplication  of  effort  that  often  result  from  traditional  vertical 
design  models. 

CIMS  will  assist  small  and  medium  siz  ^d  companies,  in  particular,  by  providing 
access  to  a  real-time  production  environment  to  test,  adapt,  and  adopt  new 
manufacturing  techniques  and  experiment  with  new  ways  to  more  efficiently  manage 
existing  technologies  toward  incorporating  production  and  process  improvements. 

RIT's  unique  relationship  with  industry  will  allow  the  innovative  manufacturing 
methodologies  developed  at  CIMS  to  be  rapidly  transferred  to  the  factory  floor,  where 
they  will  enhance  the  productivity  and  competitiveness  of  U.S.  companies  and  help 
reverse  the  "invented  here,  made  elsewhere"  syndrome  from  which  American  industry 
currently  suffers. 

Programmatic  Activities 

CIMS  faculty  and  students  are  currently  applying  the  CIMS  philosophy  to  a 
number  of  projects  in  partnership  with  area  manufacturers  as  well  as  other  universities 
and  colleges.  Last  year  in  our  testimony  before  this  Subcommittee,  we  discussed  a 
project  underway  with  Eastman  Kodak  Company  which  was  exploring  means  of 
reducing  product  cycle  time.  The  first  phase  of  that  project  has  been  completed, 
resulting  in  56  separate  recommendations  developed  jointly  by  a  team  of  CIMS 
faculty,  undergraduate  and  graduate  students  and  Kodak  employees. 

The  project  has  resulted  in  measurable  accomplishments,  in  terms  of 
improvements  in  the  manufacturing  process,  product  design  procedures,  and  set-up 
time  reduction.  In  addition,  the  project  team  successfully  determined  the  information 
and  material  flow  using  the  IDEF  methodology,  originally  developed  by  the  U.S.  Air 
Force,  for  use  in  the  manufacturing  setting.  The  success  of  this  project  has 
demonstrated  a  new  paradigm  for  university/industry  collaboration  and  technology 
transfer,  and  follow-on  projects  are  currently  being  developed. 
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Similarly,  corporate  contributions  have  been  used  to  develop  a  computer- 
assisted  manufacturing  cell  and  CAD/CAM  CNC  system.  Other  ongoing  projects 
include  the  development  of  an  electronic  data  interchange  system  with  the  support 
from  and  in  collaboration  with  IBM  Corporation,  and  the  implementation  of  an  FCIM 
(Flexible  Computer  Integrated  Manufacturing  Program)  in  conjunction  with  area  metal 
fabrication  industries.  This  project  involves  surveying  the  technology  needs  of 
companies  and  providing  guidance  as  needed  in  such  areas  as  technical  assistance, 
customer-supplier  interface,  and  total  quality  management.  Other  local  corporations 
have  jumped  on  board  with  equal  enthusiasm  in  support  of  the  CIMS  project,  as 
evidenced  by  Rochester  Gas  &  Electric's  corporate  commitment  of  $1  million  in-kind 
and  service  involving  a  state-of-the-art  fuel  cell. 

We  are  also  working  with  other  universities  to  enable  companies  to  better  utilize 
new  as  well  as  proven  technologies.  A  team  of  CIMS  faculty,  for  example,  is  working 
with  the  University  of  Rochester's  Center  for  Optics  Manufacturing  to  help  implement 
computer  integrated  manufacturing  in  the  optics  industry  and  to  develop  the  tools  to 
fully  utilize  the  new  OPTICAM  system  being  developed  as  the  state-of-the-art  in  the 
industry. 

Finally,  CIMS  also  has  entered  into  a  partnership  with  the  Cornell  University 
Theory  Center.  A  new  "Smart  Node"  on  the  RIT  campus,  connected  to  the 
supercomputer  at  Cornell,  further  broadens  the  horizons  for  CIMS  research  activities 
and  technology  transfer. 

Design  Activities 

During  fiscal  years  1990  and  1991,  we  used  a  combination  of  federal,  state, 
private,  and  Institutional  funds  to  begin  design  and  engineering  for  the  center.  The 
site  location  has  been  completed  and  the  soil  tested  and  affirmed  as  satisfactory.  The 
building  is  being  carefully  designed  in  consultation  with  industry,  as  well  as  RIT  staff 
and  faculty,  using  information  we  have  gathered  from  other  institutions  and 
manufacturing  organizations. 

Mr.  Chairman,  in  addition  to  what  will  go  on  inside  the  building  which  will 
contribute  greatly  to  economic  competitiveness,  we  believe  that  another  fundamental 
reason  for  a  Federal  contribution  through  the  public  buildings  authority  of  the  General 
Services  Administration  is  the  building's  unique  design.  We  believe  that  the  five-bay 
design  of  the  CIMS  center  can  be  a  model  for  future  Federal  and  university  applied 
research  and  technology  transfer  facilities. 

Mr.  Chairman,  you  will  recall  that  the  total  cost  of  building  and  equipping  the 
Center  is  approximately  $33.6  million,  ft  is  our  continued  hope  that  the  Federal 
contribution  to  this  project  will  total  $12  million,  just  slightly  more  than  one-third  of 
the  cost  of  the  facility.  A  total  of  $6.25  million  in  Federal  grants  has  been  provided 
for  the  center  to  date. 
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We  already  have  leveraged  the  Federal  contribution  with  grants  from  the  State 
of  New  York  totalling  more  than  $10  million,  as  well  as  support  from  many  of  the 
nation's  largest  manufacturers,  including  the  Eastman  Kodak  Company,  which  has 
pledged  $5  million  in  cash  and  in-kind  equipment  contributions,  and  the  IBM 
Corporation,  which  has  committed  $4.3  million  in  computer  hardware  and  software. 

It  is  our  hope,  Mr.  Chairman,  that  your  Subcommittee  will  provide  a  final 
allocation  of  funds  in  the  amount  of  $5.75  million  --  the  remainder  of  the  requested 
Federal  share  -  in  fiscal  year  1 994.  Those  funds,  combined  with  our  state  and  private 
dollar  matches,  will  allow  us  to  move  forward  to  the  construction  phase  of  this  project 
immediately. 

Thank  you  again  for  your  continuing  support  of  this  important  project. 
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Thursday,  March  25,  1993. 

WITNESS 
ROBERT  WANG 

INTRODUCTION 

Mr.  HoYER.  Let  me  now  call  Mr.  Robert  Wang.  Mr.  Wang  is 
someone  the  chair  has  known  for  a  substantial  period  of  time.  Mr. 
Torricelli,  as  well,  is  very  close  to  Mr.  Wang.  Mr.  Wang  and  his 
father,  have  made  a  tremendous  contribution  to  the  economic  wel- 
fare of  this  country. 

Mr.  Wang,  we  welcome  you  to  the  Committee,  and  look  forward 
to  hearing  your  testimony. 

Statement  of  Robert  Wang 

Mr.  Wang.  Thank  you  very  much,  Mr.  Chairman.  I  am  happy  to 
be  here.  My  name  is  Robert  Wang  and  I  am  from  Los  Angeles, 
California.  I  am  testifying  today  to  urge  the  subcommittee  to  add 
the  language  of  H.R.  420  to  this  year's  Treasury  Appropriation's 
bill.  This  provision  would  require  the  Treasury  Department  to  con- 
duct a  comprehensive  year-long  study  of  Japan's  financial  crisis 
and  what  that  crisis  may  mean  for  the  United  States. 

This  measure  enjoys  strong  bipartisan  support.  In  fact,  the  same 
provision  was  passed  by  both  the  House  and  the  Senate  last  year  as 
part  of  the  tax  bill.  As  you  know,  the  tax  bill  was  vetoed  by  Presi- 
dent Bush. 

Nearly  three  years  ago,  I  came  to  Washington  to  meet  with  gov- 
ernment leaders.  My  purpose  was  to  warn  our  government  about  a 
potential  collapse  of  Japan's  stock  market.  That  prediction,  sadly, 
proved  accurate.  I  come  to  Washington  today  with  another  predic- 
tion. Within  the  next  two  years,  one  or  more  banks,  major  Japa- 
nese banks,  will  fail.  And  such  a  bank  failure  could  ripple  through 
the  entire  Japanese  banking  industry. 

In  fact,  there  are  strong  parallels  between  our  own  savings  and 
loan  crisis  and  what  seems  inevitable  with  Japan's  banks.  But  a 
Japanese  banking  crisis  could  be  even  more  significant  than  its 
American  predecessor.  Japan's  banks  are  the  largest  in  the  world. 

By  the  end  of  the  1980s,  Japanese  banks  accounted  annually  for 
more  than  15  percent  of  new  commercial  lending  in  the  United 
States.  They  had  booked  some  40  percent  of  new  international 
lending. 

Major  Japanese  bank  failures  could  sent  catastrophic  shock 
waves  to  the  global  financial  community.  I  believe  that  the  origins 
of  the  banking  crisis  can  be  traced  to  structural  corruption  that 
has  infected  the  Japanese  financial  sector  generally. 

In  the  spring  of  1990, 1  began  to  brief  American  policy  makers  on 
the  implications  of  Japan's  financial  excesses,  including  the  risk  of 
a  Tokyo  stock  market  crash.  In  1991,  I  wrote  a  comprehensive 
white  paper  on  Japan's  financial  crisis  and  among  my  conclusions 
are,  one,  that  the  Japanese  stock  market  had  collapsed  and  showed 
few  signs  of  recovery. 
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Two,  Japan's  emergence  as  the  world's  largest  creditor  nation 
meant  that  a  Japanese  financial  collapse  would  put  the  world's  fi- 
nancial system  at  risk. 

Three,  Japan's  importance  as  a  lender  to  American  investors 
meant  that  a  Japanese  financial  collapse  could  have  serious  nega- 
tive consequences  for  American  investment,  American  exports, 
American  interest  rates,  and  our  Federal  budget  deficit  too. 

Number  four,  the  stock  market  collapse  was  also  caused  by  a  loss 
of  confidence  which  resulted  from  its  seemingly  never  ending  series 
of  stock  market  and  political  scandals. 

Number  five,  the  speculative  bubbles  and  scandals  were  permit- 
ted by  a  political  and  economic  structure,  what  I  describe  as  crony 
capitalism,  that  contains  few  checks  upon  the  ability  of  the  politi- 
cal and  financial  elites  to  pursue  of  self-interest. 

The  sole  criticism  of  the  white  paper  was  from  Deputy  Vice  Min- 
ister Takatoshi  Kato  of  Japan's  Ministry  of  Finance,  who  claimed 
that  our  family  had  failed  to  work  for  reform  in  Japan,  while  noth- 
ing can  be  further  from  the  truth.  This  claim  prompted  me  to  pub- 
lish a  second  white  paper.  This  time,  it  is  on  the  judicial  system 
and  I  am  submitting  this  to  you,  Mr.  Chairman,  today. 

White  paper  II  highlights  my  father's  experience  as  a  investor  in 
Oji  Paper,  a  venerable  member  of  the  Mitsui  keiretsu,  one  of  the 
largest  in  Japan.  T.H.  Wang  began  to  acquire  Oji  Paper  stock  in 
1977  at  the  encouragement  of  the  major  Japanese  brokerages,  in- 
cluding the  Big  Four. 

Suddenly,  without  warning  or  notice,  all  the  Japanese  security 
houses  in  Hong  Kong  simply  refused  to  accept  my  father's  buy 
orders.  As  it  later  emerged,  all  the  security  houses  were  treasured 
by  the  Minister  of  Finance.  The  brokers  then  coerced  him  into  sell- 
ing his  Oji  Paper  stock. 

When  President  Tanaka  of  Oji  Paper  later  attempted  to  slander 
my  father,  he  filed  suit  in  Japan  seeking  vindication  of  his  rights 
under  Japanese  law.  That  suit,  by  the  way,  is  still  pending. 

Contrary  to  criticism,  our  family  has  sought  to  reform  Japan 
from  within.  But  we  were  met  by  a  stone  wall  of  indifference, 
delay,  and  discrimination.  In  fact.  Deputy  Vice  Minister  Kato's  re- 
fusal to  reply  to  my  two  letters  to  him  demonstrates  the  nature  of 
the  finance  minister's  commitment  to  reform. 

The  consequences  of  Japan's  inability  to  reform  its  financial 
system  seem  destined  to  be  visited  next  upon  the  banking  sector.  I 
have  detailed  the  signs  of  collapse  in  the  Japanese  banking  system 
in  yet  another  White  Paper,  White  Paper  III,  which  I  am  submit- 
ting to  you,  Mr.  Chairman.  Japan's  banking  crisis  appears  disturb- 
ingly familiar  in  the  wake  of  our  own  savings  and  loan  crisis. 

Number  one,  Japanese  banks  lent  heavily  to  land  and  stock  spec- 
ulators. Many  of  these  loans  did  not  require  any  deposits,  and  were 
collateralized  by  deflating  assets  like  land  and  stocks.  Consequent- 
ly, bankruptcies  and  bad  loans,  or  bad  debt  rather,  in  the  real 
estate  sector  are  soaring  in  Japan. 

Number  two,  loose  credit  and  loose  regulatory  supervision  al- 
lowed fraud  to  reach  astounding  proportions.  For  example,  the  Jap- 
anese Osaka  restaurateur  was  permitted  to  borrow  over  $1  billion, 
U.S.  dollars,  from  Japanese  banks  on  the  basis  of  fraudulent  collat- 
eral. 
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Number  three,  Japanese  banks  lack  adequate  loan  loss  reserves 
to  meet  the  mounting  losses  and  Japan's  deposit  insurance  fund  is 
only  sufficient  to  bail  out  one  or  two  banks. 

Number  four,  Japanese  banks  rely  heavily  upon  unrealized  cap- 
ital gains  on  stock  portfolios  to  meet  international  capital  stand- 
ards. But  that  source  of  capital  has  been  eroded  substantially  by 
the  collapse  of  the  Tokyo  stock  market. 

Number  five,  many  smaller  banks  in  Japan  would  have  collapsed 
already  if  the  Japanese  government  had  n/)t  encouraged  larger 
banks  to  merge  with  them.  Because  Japanese  banks  need  to  meet 
these  capital  standards  by  next  Wednesday,  the  Japanese  govern- 
ment has  taken  an  utterly  alien  policy  initiative. 

Its  intervening  aggressively  in  the  Tokyo  stock  market  by  invest- 
ing billions  of  dollars  of  public  funds  and  the  government  ministry 
is  also  pressuring  the  private  sector  to  put  billions  more  into  the 
market.  It  would  be  as  if  the  Treasury  Department  in  the  United 
States  would  use  taxpayer  dollars  to  invest  directly  in  the  New 
York  stock  market  to  prop  up  the  Dow  Jones  index,  while  the  SEC 
would  call  around  to  pension  funds  and  other  financial  institutions 
encouraging  them  to  invest. 

This  policy  has  spawned  a  joke  actually.  It  is  full  of  irony  to 
Americans.  Japan's  reluctance  to  participate  in  the  United  Nations 
peacekeeping  operations  or  PKO  is  well-known  to  American  policy 
makers.  Japanese  stock  traders  are  telling  one  another  that  the 
Japanese  government  finally  has  undertaken  a  PKO,  a  "price  keep- 
ing operation." 

This  massive  market  intervention  is  unlikely  to  prevent  the  bank 
failures  that  I  predict.  Not  even  a  finance  ministry  can  rewrite  the 
laws  of  economics.  But  it  does  serve  to  illustrate  how  different  the 
Japanese  market  is  from  our  own  and  how  little  we  understand 
about  it.  It  is  for  this  reason  that  I  am  supporting  H.R.  420. 

Upon  such  a  solid  foundation  of  information  and  understanding 
about  Japan's  financial  crisis  can  we  formulate  sound  policies  to 
address  these  vital  issues.  The  Treasury  study  would  be  a  modest 
investment  upon  which  our  country  could  reap  massive  rewards. 

Thank  you  for  letting  me  speak  today,  Mr.  Chairman. 

Mr.  HoYER.  Thank  very  much,  Mr.  Wang.  We  very  much  appreci- 
ate your  testimony  and  we  look  forward  to  reviewing  the  docu- 
ments you  submitted  and  reviewing  the  provisions  of  H.R.  420  that 
you  discussed. 

Thank  you,  sir. 

Mr.  Wang.  Thank  you,  Mr.  Chairman. 

[The  statement  of  Mr.  Wang  and  additional  information  follows:] 
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Testimony  of  Robert  Wang 

Mr.  Chairman  and  Members  of  the  Subcommittee: 

Good  morning. 

I  am  testifying  today  to  urge  the  Subcommittee  to  add  the 
language  of  H.R.  420  to  this  year's  Treasury  appropriations  bill. 
H.R.  420  would  require  the  Treasury  Department  to  conduct  a 
comprehensive,  year-long  study  of  Japan's  financial  crisis,  and 
what  that  crisis  may  mean  for  the  United  States. 

This  measure  enjoys  strong  bipartisan  support.  In  fact,  the 
same  provision  was  passed  by  both  the  House  and  Senate  last  year  as 
part  of  the  tax  bill.  As  you  know,  the  tax  bill  was  vetoed  by 
President  Bush.  The  predecessor  bill  also  was  marked  up  favorably 
by  two  House  Banking  subcommittees.  I  had  testified  in  support  of 
the  bill  before  those  subcommittees  in  November  1991. 

Nearly  three  years  ago  I  began  to  come  to  Washington  to  meet 
with  American  policymakers.  My  purpose  was  to  warn  our  government 
leaders  about  a  potential  collapse  of  Japan's  stock  market.  That 
prediction,  sadly,  proved  accurate.  The  Nikkei  index  today  stands 
at  a  remarkable  40  percent  of  its  1989  peak. 
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I  come  to  Washington  today  with  another  prediction:  Within 
the  next  two  years,  one  or  more  of  Japan's  major  banks  will  fail. 
And  such  a  bank  failure  could  ripple  in  a  domino  effect  through  the 
entire  Japanese  banking  industry. 

In  fact,  there  are  strong  parallels  between  our  own  savings 
and  loan  crisis  and  what  seems  inevitable  for  Japan's  banks.  But 
a  Japanese  banking  crisis  could  be  even  more  significant  than  its 
American  predecessor. 

Japan's  city  banks  are  the  largest  banks  in  the  world.  By  the 
end  of  the  1980s,  Japanese  banks  accounted  annually  for  more  than 
15  percent  of  new  commercial  lending  in  the  United  States.  They 
had  booked  some  4  0  percent  of  new  international  lending.  And  no 
Japanese  bank  had  failed  since  the  end  of  the  war.  Until  now. 
Major  Japanese  bank  failures  could  send  catastrophic  shock  waves 
not  only  through  Japan,  but  also  through  the  global  financial 
community. 

I  believe  that  the  origins  of  this  banking  crisis  can  be 
traced  to  a  structural  corruption  that  has  infected  the  Japanese 
financial  sector  generally.  I  base  this  conclusion  upon  my 
family's  personal  experience  as  investors  in  Japan.  I  would  like 
to  take  a  moment  to  share  some  of  those  experiences  with  you. 


143 


My  father,  T.H.  Wang,  and  I  have  combined  decades  of 
experience  as  investors  in  Japanese  securities.  These  investments 
by  and  large  have  been  successful . 

Through  the  1980s,  we  became  increasingly  concerned  by  the 
corrupt  operation  of  Japan's  financial  sector.  In  the  Spring  of 
1990,  I  began  to  brief  American  policymakers  on  the  implications  of 
Japan's  financial  excesses,  including  the  risk  of  a  Tokyo  market 
crash.  Ultimately,  in  the  Fall  of  1991,  I  collected  these  concerns 
in  a  comprehensive  White  Paper  on  Japan's  financial  crisis.  The 
White  Paper  reached  some  disturbing  conclusions,  among  them: 

o  That  the  Japanese  stock  market  had  collapsed  as  I  had 
predicted,  and  significantly  showed  few  signs  of  recovery. 

o  That  Japan's  emergence  during  the  1980s  as  the  world's 
largest  creditor  nation  meant  that  a  Japanese  financial 
calamity  put  the  world  financial  system  at  risk. 

o  That  Japan's  increasing  importance  as  a  lender  to  American 
investors,  as  a  purchaser  of  American  Treasury  bonds,  and  as 
an  investor  in  the  American  economy  meant  that  a  Japanese 
financial  collapse  could  have  serious  negative  consequences 
for  American  investment,  American  exports,  American  interest 
rates,  and  our  federal  budget  deficit. 
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o  That  the  origins  of  this  collapse  were  twin  speculative 
bubbles  in  land  and  stocks  that  surpassed  even  our  excesses  of 
the  1980s. 

o  That  the  stock  market  collapse  was  caused  also  by  a  loss  of 
confidence,  which  was  caused  in  turn  by  a  seemingly  never- 
ending  series  of  stock  market  and  political  scandals.  Perhaps 
the  leading  scandal  was  that  over  payment  by  Japanese 
brokerages  of  loss  guarantees  to  favored  customers  to 
compensate  them  for  "market"  losses.  I  had  foreshadowed  this 
scandal  one  year  earlier,  when  I  notified  the  Tokyo  prosecutor 
and  the  Japanese  embassy  here  in  Washington  of  a  similar  loss 
guarantee  scheme  involving  Mitsui  Bank  (of  which  I  was  a 
shareholder) .  No  meaningful  enforcement  action  was  taken, 
either  against  Mitsui  Bank  or  against  the  Big  Four  securities 
houses . 

o  And  that  the  speculative  bubbles  and  scandals  were  permitted 
by  a  political  and  economic  structure  --  what  I  describe  as 
"crony  capitalism"  --  that  contains  few  checks  upon  the 
ability  of  the  bureaucratic,  political,  and  financial  elites 
to  pursue  their  self-interest. 

This  White  Paper  was  distributed  widely  to  Congress,  the 
Japanese  Diet,  and  opinion  leaders  in  both  countries.  I  believe  it 
had  the  intended  effect  of  stimulating  interest  and  debate. 


145 


The  sole  criticism  of  the  White  Paper  was  from  Deputy  Vice 
Minister  Takatoshi  Kato  of  Japan's  Ministry  of  Finance,  who  claimed 
to  be  representing  senior  MOF  officials  in  his  letter.  MOF  is 
responsible  for  regulating  Japan's  scandal -ridden  financial  sector. 
Among  MOF's  criticisms  was  the  claim  that  our  family  should  work 
for  reform  in  Japan.   Nothing  could  be  further  from  the  truth. 

This  claim  prompted  me  to  publish  a  second  White  Paper  on 
Japan's  judicial  system.  I  have  submitted  this  White  Paper  II 
along  with  my  testimony  for  your  consideration. 

White  Paper  II  highlights  my  father's  experience  as  an 
investor  in  Oji  Paper,  a  venerable  member  of  the  Mitsui  keiretsu. 
T.H.  Wang  began  to  acquire  Oji  Paper  stock  in  1977  at  the 
encouragement  of  major  Japanese  brokerages.  Suddenly,  without 
warning,  all  the  Hong  Kong  branches  of  Japanese  brokers  simply 
refused  to  accept  any  further  buy  orders  from  my  father  and  the 
other  Hong  Kong  investors. 

As  it  later  emerged,  the  Big  Four  and  other  securities  houses 
first  were  pressured  by  the  Ministry  of  Finance.  Next  they  coerced 
him  into  selling  his  Oji  Paper  stock. 

When  President  Tanaka  of  Oji  Paper  later  attempted  to  slander 
my  father,  he  took  the  challenge.  He  filed  suit  in  Japan  seeking 
vindication  of  his  rights  under  Japanese  law,  and  the  suit  is  still 
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pending.  But,  as  related  in  the  White  Paper  II,  the  Japanese 
judicial  system  is  designed  to  protect  and  perpetuate  the  crony 
system. 

Contrary  to  MOF's  criticism,  the  Wang  family  has  sought  to 
reform  Japan  from  within,  through  its  legal  system  and  otherwise. 
But  we  were  met  by  a  stone  wall  of  indifference,  delay  and 
discrimination.  In  fact.  Deputy  Vice  Minister  Kato's  refusal  to 
reply  to  my  two  letters  to  him  demonstrates  the  nature  of  MOF's 
commitment  to  reform. 

The  consequences  of  Japan's  inability  to  reform  its  financial 
system  seem  destined  to  be  visited  next  upon  the  banking  sector. 
I  have  detailed  the  signs  of  collapse  in  the  Japanese  banking 
system  in  White  Paper  III,  which  I  am  submitting  along  with  my 
testimony.  Japan's  banking  crisis  appears  disturbingly  familiar  in 
the  wake  of  our  own  savings  and  loan  crisis: 

o  In  an  era  of  liberal  credit,  Japanese  banks  lent  heavily  to 
land  and  stock  speculators.  Many  of  these  loans  did  not 
require  any  deposit,  and  were  collaterized  by  deflating  assets 
like  land  and  stocks.  Borrowers  are  now  defaulting  on  their 
loan  obligations.  Bankruptcies  and  bad  debts,  especially  in 
the  real  estate  sector,  are  soaring  in  Japan. 


147 


o  Loose  credit  and  looser  regulatory  supervision  allowed  fraud 
to  reach  gargantuan  proportions.  For  example,  one  Osaka 
restauranteur  was  permitted  to  borrow  over  $1.0  billion  from 
Japan's  largest  banks  on  the  basis  of  fraudulent  collateral 
created  with  the  assistance  of  bank  managers. 

o  Japanese  banks  lack  adequate  loan- loss  reserves  to  meet  the 
mounting  losses,  and  Japan's  deposit  insurance  fund  is 
sufficient  to  bail  out  only  one  or  two  banks. 

o  Japanese  banks  rely  heavily  upon  unrealized  capital  gains  on 
their  stock  portfolios  to  meet  international  capital 
standards .  But  that  source  of  capital  has  been  eroded 
substantially  by  the  collapse  of  the  Tokyo  stock  market. 

o  Many  smaller  banks  in  Japan  would  have  collapsed  already  but 
for  the  intervention  of  the  Japanese  government,  including 
encouraging  larger  banks  to  merge  with  and  absorb  the  losses- 
of  the  smaller  banks. 

Japanese  banks'  need  to  meet  these  capital  standards  by  March 
31  --  next  Wednesday  --  had  led  the  Japanese  government  into  an 
utterly  alien  policy  initiative.  As  reported  in  the  Washington 
Post  and  the  Wall  Street  Journal,  the  Japanese  government  is 
directly  and  indirectly  intervening  aggressively  in  the  Tokyo  stock 
market  to  prevent  further  f reef all.   According  to  press  accounts, 
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billions  of  dollars  of  public  funds  are  being  invested.  Press 
reports  indicate  further  that  billions  of  dollars  more  of  private 
funds  are  being  goaded  by  government  ministries  into  the  market. 
It  would  be  as  if  the  Treasury  Department  used  federal  pension 
monies  to  invest  directly  in  the  New  York  Stock  Exchange  to  prop  up 
the  Dow  Jones  index,  while  the  SEC  and  other  federal  agencies 
called  around  to  pension  funds,  life  insurers,  and  other  financial 
institutions  with  orders  to  "buy."  The  immediate  object  of  this 
policy  is  to  drive  the  Nikkei  index  well  above  16,000  so  that 
Japanese  banks  can  meet  their  capital  requirements  on  time. 

This  policy  even  has  spawned  a  joke  full  of  irony  to  American 
ears.  Japan's  reluctance  to  participate  in  United  Nations 
peacekeeping  operations,  or  "PKOs,"  is  well  known  to  American 
policymakers.  Japanese  stock  traders  are  sardonically  telling  one 
another  that  the  Japanese  government  finally  has  undertaken  a  PKO 
--a  "price  keeping  operation." 

This  massive  market  intervention  is  unlikely  to  prevent  bank 
failures.  The  pressures  mounting  are  too  enormous,  and  even  MOF 
can  rewrite  the  laws  of  economics  only  for  so  long. 

But  it  does  serve  to  illustrate  how  different  is,  and  how 
little  we  understand  about,  the  Japanese  financial  sector.  It  is 
for  this  reason  that  I  am  supporting  H.R.  420.  Only  upon  a  solid 
foundation  of  information  and  understanding  about  Japan's  financial 
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crisis  can  we  formulate  sound  policies  to  address  these  vital 
issues.  The  Treasury  study  accordingly  would  be  a  modest 
investment  upon  which  our  country  would  reap  massive  rewards. 

Thank  you.   I  will  be  pleased  now  to  answer  any  questions  the 
Subcommittee  might  have . 
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White  Paper  II 


Japan's  Judicial  System 
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Foreword 


Last  year  I  published  a  comprehensive  White  Paper  entitled 
"Japan's  Financial  Crisis:  A  Study  of  Japan's  Capital  and 
Securities  Markets." 

In  the  White  Paper,  I  sought  to  highlight  my  concerns  over  the 
implications  of  Japan's  financial  excesses  for  our  country.  I 
pointed  out  that  the  structure  and  operation  of  Japan's  financial 
markets  posed  significant  and  varied  threats  to  the  U.S.  economy. 
Japan's  financial  scandals,  and  the  collapse  of  Japan's  stock  and 
real  estate  markets,  unfortunately  have  confirmed  my  perception 
that  Japan's  financial  system  is  infected  with  a  structural 
corruption. 

My  motive  in  publishing  such  an  extensive  White  Paper  was  to 
stimulate  an  American  policy  debate  by  injecting  into  policy 
circles  my  and  my  family's  experiences  as  investors  in  Japan,  as 
well  as  the  fruits  of  considerable  research.  I  hoped  that  the 
White  Paper,  by  illuminating  concerns  that  I  had  harbored,  would 
lead  to  a  better  informed  American  policy  and  ultimately  to  reform 
in  Japan. 

I  believed  that  reform  would  benefit  not  only  the  United 
States,  but  also  the  rest  of  the  world  and  even  Japan  itself.  I 
also  believed  that  Japan  had  proven  incapable  of  self -generated 
reform,  and  would  replace  the  archaic,  almost  neo-feudal, 
structures  of  its  financial  markets  only  upon  the  application  of 
"gaiatsu"  --  external  pressure  for  reform  --  by  the  United  States. 

To  that  end,  I  distributed  the  White  Paper  widely,  sending  it 
to  the  entire  U.S.  Congress,  to  selected  members  of  the  Japanese 
Diet,  to  regulatory  officials  in  both  countries,  to  reporters 
representing  American,  Japanese  and  other  newspapers,  and  to 
interested  scholars  and  commentators.  The  response  I  received 
varied  widely  with  the  composition  of  the  audience,  but  almost  all 
were  polite  and  debated  the  merits  of  my  arguments  (which  was  my 
goal  in  any  event) . 

I  say  "almost  all"  because  the  sole  exception  was  the  reply  of 
Japan's  Ministry  of  Finance,  the  agency  responsible  for  regulating 
JapcUi's  scandal -ridden  financial  sector. 

Deputy  Vice  Minister  Takatoshi  Kato  wrote  me  a  rather  caustic 
reply  on  behalf  of  "senior  officials  of  the  Ministry  of  Finance." 
He  began  by  accusing  me  of  political  motivations,  although  I  am  at 
a  loss  to  understand  what  political  gains  the  Ministry  of  Finance 
thinks  I  might  derive  from  my  efforts. 


152 


Deputy  Vice  Minister  Kato  then  implied  that  the  Japanese 
government  was  monitoring  my  activities  in  Washington.  He 
concluded  by  inviting  me  to  confine  to  Japan  my  efforts  toward 
reform  of  Japanese  financial  markets: 

If  you  sincerely  intend  to  help  us  reform  the  Japanese 
financial  and  capital  markets,  I  think  you  would  need  to 
start,  first  and  foremost,  by  having  discussions  with 
domestic  participants  in  the  Japanese  markets  as  well  as 
government  officials. 

What  Deputy  Vice  Minister  Kato  failed  to  recognize  is  that  I 
had  tried  to  seek  reform  in  Japan.  And  so  had  my  father.  But  we 
were  met  with  a  stone  wall  of  indifference,  discrimination,  and 
outright  rejection. 

I  wrote  Deputy  Vice  Minister  Kato  a  reply,  pointing  out  the 
ways  in  which  I  and  my  family  had  attempted  to  encourage  reform 
from  within  Japan  and  inviting  him  to  engage  in  further  dialogue. 
I  wrote  to  Deputy  Vice  Minister  Kato  once  again  to  transmit  a  copy 
of  an  affidavit  my  father  had  sworn  out  and  submitted  to  a  Japanese 
court  describing  his  ill-treatment  as  an  investor  in  Oji  Paper  by 
Japanese  financial  and  governmental  elites.  I  have  yet  to  receive 
a  reply. 

Deputy  Vice  Minister  Kato's  remarks  limn  the  difference 
between  my  first  White  Paper  on  Japan's  financial  crisis  and  this 
White  Paper  supplement  on  Japan's  legal  system.  The  first  White 
Paper  was  a  broad  policy  piece;  the  second  is  focused  on  my  and  my 
family's  ill-treatment  as  a  vehicle  to  demonstrate  discriminatory 
aspects  of  Japan's  legal  system.  The  first  White  Paper  sought  to 
illumine  important  economic  threats  looming  on  our  country's 
Pacific  horizon;  this  second  White  Paper  seeks  that  goal,  plus 
vindication. 

Deputy  Vice  Minister  Kato  should  know  that  we  have  tried  to 
encourage  reform  of  Japan's  financial  system  from  within.  But  the 
legal  remedies  theoretically  available  to  all  have  not  been  made 
available  to  us.  The  only  possible  conclusion  is  that,  like 
Japan's  financial  markets,  the  Japanese  legal  system  is  run  by 
insiders  for  the  benefit  of  insiders. 

I  am  publishing  a  second  White  Paper  to  demonstrate  this 
percept,  which  bears  so  strongly  on  Japan's  willingness  and  ability 
to  achieve  meaningful  --  and  without  question  necessary  --  reform 
of  its  financial  markets. 

Robert  Wang 

Los  Angeles,  California 

March  3,  1993 
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WHITE  PAPER  II 


Japan' s  Judicial  System 


Like  other  aspects  of  Japanese  society,  Japan's  legal  system 
is  an  enigma  to  outside  observers.  If  one  reads  the  statute  books, 
the  Japanese  legal  system  appears  modem  and  Western.  Yet  its 
operation,  especially  from  the  standpoint  of  a  foreign  participant, 
is  quite  different  from  the  written  rules. 

This  White  Paper  II  endeavors  to  illuminate  Japan's  legal 
system  from  the  perspective  of  a  foreign  investor  seeking  legal 
relief  in  Japan.  It  supplements  an  earlier  White  Paper  entitled 
"Japan's  Financial  Crisis,"  which  evaluated  the  flaws  in  Japan's 
financial  sector  and  their  consequences  for  the  United  States.  The 
local  legal  climate,  especially  the  eibility  of  foreign  investors  to 
secure  protection  and  relief,  is  an  important  consideration  for 
foreign  investment . 

Perhaps  more  importantly,  experiences  with  Japan's  legal 
system  serve  as  additional  indicators  of  the  conclusions  drawn  in 
the  initial  White  Paper  --  that  the  critically  important  Japanese 
financial  sector  is  a  structurally  corrupt,  "insiders  only"  market, 
with  little  capacity  for  self-generated  reform.  This  conclusion, 
if  accurate,  contains  dangerous  portents  for  the  health  of  the 
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global  financial  community,  and  thus  merits  study  and  debate  in  the 
West.  If  it  were  to  provoke  the  latter,  then  this  White  Paper  II 
will  have  accomplished  its  ultimate  objective. 

White  Paper  II  is  organized  in  four  parts.  Part  One  contains 
in  essence  an  essay  comparing  the  role  of  law  in  the  West  and  in 
Japan,  with  particular  emphasis  on  law  as  an  agent  of  change  and  as 
a  check  against  the  arbitrary  exercise  of  power,  whether  political 
or  economic.  Against  that  backdrop.  White  Paper  II  then  turns  to 
a  specific  case  --  the  saga  of  T.H.  Wang  (my  father)  and  Oji  Paper 
--  as  a  vehicle  to  illustrate  the  workings  of  Japan's  legal 
machinery.  White  Paper  II  concludes  with  some  lessons  that  might 
be  drawn  from  the  Oji  Paper  and  other  examples  generally,  and  for 
Americans  specifically. 

Before  turning  to  this  discussion,  however,  several  personal 
observations  are  warranted.  First,  I  am  not  a  lawyer,  although  I 
have  consulted  closely  with  attorneys.  My  comments  on  Japan's 
legal  system  are  made  from  the  perspective  of  a  businessman.  This 
approach  is  consistent  with  my  view  that  law  and  lawyers  are  the 
servants,  not  the  masters,  of  society.  I  thus  consider  it  entirely 
appropriate  for  a  layman  to  address  the  practical  utility  of  a 
country's  legal  system  as  a  source  of  relief  for  individuals  who 
have  received  unfair  treatment  and  as  an  agent  for  societal  change. 

Second,  I  feel  that  my  background  qualifies  me,  even  uniquely 
so,  to  make  these  observations.   I  was  born  in  Japan,  raised  in 
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Hong  Kong,  and  educated  in  the  United  States.  I  am  a  naturalized 
American  citizen,  but  I  retain  substantial  family  and  business 
connections  with  Asia.  My  family  invests  in  stocks  and  real  estate 
around  the  world.  My  father  has  done  business  in  Japan  for  nearly 
four  decades,  and  has  been  a  major  investor  in  Japanese  securities 
for  more  than  20  years.  I  have  followed  my  father's  lead  and  made 
some  modest  personal  investments  in  Japanese  securities  as  well. 
I  feel  that  the  unusual  breadth  and  depth  of  my  and  my  family's 
experiences  provide  me  with  rare  insights  into  the  inner  workings 
of  Japan,  especially  its  financial  sector. 

Finally,  in  the  course  of  my  efforts  to  alert  U.S. 
policymakers  to  the  dangers  posed  by  Japanese  finance,  I  frequently 
have  encountered  questions  about  my  or  my  family's  financial  or 
other  interests  in  my  efforts.  They  have  questioned  particularly 
whether  my  efforts  in  the  United  States  might  benefit  litigation  in 
some  fashion. 

Although  awkward  in  the  sense  that  it  is  directed  implicitly 
at  my  motives,  the  questions  ultimately  are  fair.  My  answer  is 
equally  blunt.  Neither  I  nor  my  family  stand  to  gain  from  my 
efforts.  None  of  my  efforts  promise  direct  or  indirect  financial 
gain.  Indeed,  the  Wang  family  investments  by  and  large  have  been 
profitable. 
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In  the  litigation  he  has  pursued  in  Japan,  my  father:  (1) 
sought  relatively  nominal,  exemplary  damages,  sufficient  only  to 
meet  minimum  legal  requirements  or  to  demonstrate  the  seriousness 
of  his  purpose,  but  nowhere  near  approaching  the  damages  he 
incurred;  (2)  encouraged  prosecutorial  or  regulatory  enforcement 
action  of  no  financial  interest  to  him;  or  (3)  pursued 
shareholder's  derivative  actions  which,  if  successful,  would 
require  restitution  of  damages  to  the  corporation,  but  would  not 
benefit  my  father  financially  beyond  a  generalized  benefit  to  all 
shareholders . 

My  own  suit  in  U.S.  court  against  Saitama  Bank,  which  was 
dismissed  for  lack  of  jurisdiction,  also  was  a  stockholder's 
derivative  action  seeking  restitution  of  wasted  assets  to  the 
corporation  of  which  I  was  a  minor  shareholder.  I  had  no  direct 
financial  stake  in  the  lawsuit,  and  any  indirect  benefit  I  might 
have  received  as  a  result  of  my  1,000  share  stake  (out  of  millions 
issued)  would  have  been  far  outweighed  by  the  costs  of  litigation. 

My  motive  in  my  efforts  is  to  offer  myself  as  an  information 
resource  to  our  government  on  a  topic  I  believe  is,  and  will 
continue  to  be,  of  vital  importance.  I  and  my  family  have  been  on 
the  inside  of  Japan's  financial  markets,  and  have  become  so  alarmed 
over  their  corrupt  structure  and  operation  that  we  have  determined 
to  warn  American  policymakers.  If  my  family  has  any  personal 
interest  in  these  matters,  it  is  vindication  --  that  the  Wang 
family  simply  will  not  accept  the  kind  of  treatment  meted  out  to 
outsiders  by  the  Japanese  financial  oligarchy,  no  matter  how 
successful  our  investments  might  have  proven. 
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PART  ONE 

Role  o£  Law  in  Japan 

Westerners  frequently  experience  confusion  and  frustration 
attempting  to  fathom  the  Japanese  legal  system.  They  frequently 
commit  the  error  of  isolating  the  body  of  written,  or  positive, 
law,  and  treating  it  as  the  substantive  content  of  the  legal  system 
as  if  in  a  Western  country.  In  fact,  positive  law  is  alien  to 
Japamese  society,  euid  Japanese  positive  law  can  be  understood  only 
in  its  societal  milieu. 

To  Americoui  eyes,  positive  law  has  a  clear  role  in  society. 
The  Americam  legal  system  is  part  of  the  sinews  of  society, 
determining  significamtly  the  distribution  of  benefits  cmd  burdens. 
Law  in  the  United  States  not  only  regulates  conduct,  but  also 
defines  the  rights  of  individuals,  including  as  against  the 
government .  It  acts  as  a  check  against  the  arbitrary  exercise  of 
power,  whether  political  or  economic.  At  its  extreme,  Americeui  law 
has  served  as  a  catalyst  of  societal  cheuige,  such  as  in  the  area  of 
civil  rights. 

This  role  of  law  in  American  society  can  trace  its 
philosophical  and  historical  roots  to  the  development  of  law  in 
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Europe.   In  the  Judeo-Christian  tradition,  law  evolved  as  a  moral 

force  of  divine  origins  distinct  from  the  secular  power  of  princes. 

Secular  power  consequently  was  subordinate  theoretically  to  the 
divine  mandate . 

Through  the  Enlightenment,  the  divine  attributes  of  law  began 
to  slip  away,  to  be  replaced  by  legal  principles  derived  by 
ratiocination.  The  post -Enlightenment  belief  that  impartial, 
equitable  rules  for  ordering  society  could  be  discerned  rationally 
lies  at  the  basis  of  Western  law.  Indeed,  this  philosophy  reached 
its  apotheosis  in  the  United  States.  It  remains  the  only  (or  at 
least  the  leading)  society  on  earth  governed  by  a  social  compact  -- 
the  U.S.  Constitution,  which  essentially  is  nothing  more  than  a 
legal  contract  --  determined  by  debate  and  negotiation  among 
representatives  of  those  to  be  governed.  As  citizens  of  a  new 
state,  Americans  lacked  common  traditions,  culture,  history,  or 
religion  --  aside. from  the  rejected  British  model  --  from  which  to 
draw  rules  by  which  to  order  society.  The  Founding  Fathers  thus 
embarked  upon  an  intellectual  expedition  to  ascertain  and  set  down 
the  fairest,  most  perfect  rules,  leavened  of  course  by  the 
practical  exigencies  of  state-building.^ 

The  alternative  is  to  draw  the  organization  of  a  society  from 
tradition,  custom,  history,  religion  or  sheer  power  relationships. 


^  See  generally.  Karel  van  Wolferin,  The  Enigma  of  Japanese 
Power  202-212  (1990)  [hereinafter  cited  as  Enigma] . 
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Positive  law  plays  a  secondary  role  in  such  a  society;  individuals 
order  their  affairs  by  reference  to  shared  understandings  or 
unwritten  rules  rather  than  by  resort  to  written  rules  or  legal 
process.  Even  European  societies,  from  whence  American  legal 
traditions  were  first  drawn,  settle  --  or,  perhaps  more  accurately, 
avoid  --  disputes  by  manifold  societal  pressures  that  favor 
conformity  to  a  societal  norm. 

Japan  falls  within  this  latter  category.  Japanese  society  was 
essentially  feudal  until  just  over  120  years  ago,  based  upon  an 
hierarchical  Confucian  model  imported  centuries  before  from  China. 
Each  individual  or  group  has  a  place  in  this  Confucian  societal 
pyramid.  An  individual's  place  in  society  determines  the  benefits 
and  privileges  to  which  the  individual  is  entitled,  and  the  burdens 
that  the  individual  must  shoulder.  Like  Europesm  feudalism,  each 
level  in  the  Japanese  societal  hierarchy  enjoyed  privileges  and 
accepted  duties  vis-a-vis  the  other  levels.  The  core  duty  of  the 
lower  levels  of  society,  however,  was  of  social  harmony,  or  wa,  and 
obedience  to  the  social  hierarchy.'  For  the  governing  elites  of 
Japanese  society,  according  to  scholar  Karel  van  Wolferin,  the  duty 
was  only  that  of  benevolence . ^ 


'  Id.  at  209-12;  Hahn,  An  Overview  of  the  Japanese  Legal 
System,  5  Northwestern  Journal  of  International  Law  &  Business  517, 
518-21  (1983)  [hereinafter  cited  as  Overview] . 

^  Enigma,  supra  note  1,  at  202. 
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The  modem  Japanese  legal  system  did  not  evolve  over  time, 
through  the  normal  process  of  trial -and-error.  Japan  in  fact 
lacked  any  lawyers  before  the  Meiji  Restoration  of  1868,*  a 
circumstance  that  some  in  the  West  admittedly  might  welcome . 
Rather,  Japan's  legal  system  is  alien,  introduced  into  society 
precipitously  under  foreign  pressure.  Japan  first  imported  civil 
and  criminal  law  from  Europe  in  the  1880s,  drawing  largely  from  the 
German  legal  system.  The  adoption  of  a  body  of  positive  law  was 
provoked  by  two  oppressive  treaties  imposed  by  the  United  States 
and  European  powers,  which  had  just  "opened"  Japan  to  Western 
influences.  One  treaty  imposed  tariffs  favoring  Western  interests, 
while  the  other  exempted  Westerners  from  Japanese  sanctions  for 
criminal  acts,  because  of  the  alleged  inadequacies  of  Japem's 
criminal  code.^  The  Meiji  government  cast  about  for  a  sufficiently 
"modern"  approach  to  satisfy  Western  conditions  for  modifying  the 
treaties,  ultimately  adopting  GermeUi  law  in  large  chiinks.' 

The  second  legal  invasion  came  following  World  War  II. 
American  occupation  forces  dictated  a  constitution,  antitrust  and 
securities  laws,  and  other  American  legal  regimes  to  a  defeated 
Japan . '' 


*  Overview,  supra  note  2,  at  518. 

=  Id.  at  521. 

'  Id.  See  also  Enigma,  supra  note  1,  at  207-10. 

■"  Overview,  supra  note  2,  at  522.  See  also  Waxman,  The 
Japanese  Legal  System:  Myth  and  Reality,  Wisconsin  Bar  Bulletin  27, 
27-28  (Jan.  1988) [hereinafter  cited  as  Myth] . 
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These  alien  bodies  of  law  have  had  enormous  influence  on,  but 
nonetheless  have  not  been  inculcated  fully  into,  Japanese  society. 
Positive  law  is  akin  to  a  pattern  laid  over,  but  not  replacing,  a 
pre-existing  pattern.  Although  the  new  pattern  is  present,  it  cem 
be  hard  to  discern  because  outlines  of  the  prior  pattern  confuse 
the  picture.  Stated  alternatively,  the  body  of  societal  mores  and 
unwritten  rules  upon  which  the  alien  written  rules  were  imposed 
shaped  the  interpretation  of,  and  at  times  distorted,  the  alien 
rules. 

This  melding  of  Western  positive  law  and  an  hierarchical 
Confucian  society  has  spawned  innumerable  paradoxes  to  Western 
sensibilities.  The  Japanese  Supreme  Court  has  never  exercised 
judicial  review  over  the  constitutionality  of  government  action 
even  though  it  was  granted  that  right  in  the  1947  Constitution.' 
Japanese  lawyers  are  few  in  number  cind  do  not  encourage  resort  to 
legal  process.'  Certain  alien  legal  regimes,  like  antitrust  law 
prohibitions  of  cartels  or  securities  law  proscriptions  against 
insider  trading,  simply  are  not  enforced  or  are  enforced  only 
sporadically."  In  spite  of  the  individual  rights  grjinted  Japanese 


'  Enigma,  supra  note  1,  at  215. 

'  Id.  at  212-15;  Myth,  supra  note  7,  at  28,66;  Overview,  supra 
note  2,  at  522-30,  533-36. 

^''  See .  e.g..  Lu,  Japanese  Regulation  of  Insider  Trading,  24 
Securities  &  Commodities  Regulation  133  (July  1991) ;  J.C.  Abegglen 
&  G.  Stalk,  Kaisha:  The  Japanese  Corporation  23,  139-40  (1985)  . 
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citizens  by  imported  Western  legal  regimes,  Japanese  simply  do  not 
challenge  the  government  or  the  power  structure. ^^ 

These  conundra  puzzle  Westerners  attempting  to  do  business  in 
Japan.  Some  of  the  confusion  stems  naturally  from  the  different 
customs  of  a  quite  distinct  culture.  But  cultural  differences  do 
not  explain  the  puzzlement  fully.  Western  businessmen  make  the 
error  of  relying  on  positive  law  to  guide  their  conduct  and  protect 
their  rights,  forgetting  that  the  written  rules  of  positive  law 
have  been  molded  and  even  rewritten  in  practice  by  societal 
imperatives . 

More  importantly.  Western  businessmen  fail  to  realize  that 
their  ability  to  assert  rights  against  entrenched  interests  depends 
as  much  upon  their  place  in  the  Confucian  hierarchy  as  upon  the 
legal  rights  set  down  in  law.  Foreigners  --  or  "gaijin" ,  which 
translates  literally  as  "barbarians"  --  have  no  place  in  the 
hierarchy,  or  at  best  rest  at  the  lowest  rung.  As  a  consequence, 
foreign  businessmen  enjoy  minimal  rights  or  privileges,  and  no 
duties  are  owed  them.  In  van  Wolferin's  parlance,  the  governing 
powers  owe  no  "duty  of  benevolence"  to  foreign  businessmen. 

My  family's  experience  serves  as  testimony  to  that. 


'■^   Enigma,  supra  note  1,  at  202,  207-216;  Overview,  supra  note 
2,  at  518-22,  528;  Myth,  supra  note  7,  at  27-28,  66. 
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PART  TWO 

The  Saga  of  Oji  Paper 

Little  did  my  father,  T.H.  Wang,  realize  in  April  1977,  when 
he  first  purchased  shares  of  Oji  Paper  Company,  Ltd.,  that  he  was 
embarking  on  a  15  year  odyssey  through  the  dark  side  of  Japan's 
power  structure.  T.H.  Wang's  experience  in  the  Oji  Paper  saga, 
however,  illumines  the  seamless  interconnections  between  and  among 
Japan's  elites,  and  how  Japan's  legal  system  fails  to  provide  the 
recourse  promised  by  its  nominal  terms. 

T.H.  Wang's  Investment  in  Oji  Paper 
The  Purchase 

Beginning  in  April  1977,  four  major  Japanese  brokerages 
enticed  T.H.  Wang  to  acquire  a  major  stake  in  Oji  Paper. 

Oji  Paper  was  a  venereible  Japanese  timber  emd  paper  company. 
It  had  been  a  component  of  the  Mitsui  zaibatsu,  sind  had  dominated 
the  prewar  Japanese  paper  market.  Although  postwar  Americcin 
occupation  forces  broke  up  the  Mitsui  zaibatsu  generally  and  Oji 
Paper  specifically,  Oji  Paper  remains  a  member  of  the  Mitsui 
keiretsu  and  a  major  force  in  Japan's  paper  market. ^^ 


"  Wall  Street  Journal,  "Japem  Accepts  Pact  to  Lift  U.S.  Share 
of  its  Paper  Market"  (April  6,  1992) . 
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Oji  Paper's  true  attraction  to  a  modern  investor  in  Japanese 
securities,  however,  was  its  vast  land  holdings  acquired  decades 
before.  Japanese  corporations  carry  assets,  like  land  or  stock  in 
other  companies,  on  their  books  at  original  cost.  The  remarkable 
appreciation  of  stocks  and  land,  especially  during  the  1980s, 
created  pools  of  so-called  "latent"  or  "hidden"  assets  --  the 
unrealized  and  unrecognized  gains  on  land  and  securities  --  having 
little  to  do  with  the  operations  of  the  corporation.  Hidden  assets 
justified  the  high  price-earnings  ratios  of  Japanese  stocks  that 
appeared  ludicrous  by  American  standards.  As  a  timber  and  paper 
company  of  long  history,  Oji  Paper  held  substantial  land  bought 
during  the  Nineteenth  Century  that  could  be  sold  at  breathtaking 
profit. 

Four  Japanese  brokerages,  which  included  three  of  Japan's  Big 
Four  securities  houses  (Nomura,  Daiwa,  and  Nikko) ,  encouraged  Mr. 
Wang  to  acquire  Oji  Paper  shares  through  a  number  of  rationales. 
For  example,  Mr.  Doi,  later  President  of  Daiwa  Securities, 
encouraged  Mr.  Wang  by  noting  that  Oji  Paper  was  the  largest 
landowner  in  Japan.  Nomura  arcfued  that  Oji  Paper  and  thus  its 
stock  would  benefit  by  two  expected  regulatory  developments 
(neither  of  which  happened  as  Nomura  described) :  revised 
international  accounting  rules  that  would  require  corporations  to 
carry  land  at  current  market  value  and  changes  in  Japanese  currency 
denominations  that  would  increase  usage  and  sales  of  paper.  A 
fourth  Japanese  brokerage,  Wako  Securities,  prepared  a  special 
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report  on  Oji  Paper  in  July  1977,  recommending  the  stock  as  an 
attractive  investment.  Wako  assessed  the  market  value  of  Oji  Paper 
at  Y2,400,  even  though  the  market  price  remained  under  Y400, 
because  of  the  value  of  Oji  Paper's  latent  assets. 

Based  upon  these  recommendations,  and  upon  his  own  assessment, 
Mr .  Wang  and  other  Hong  Kong  investors  began  to  purchase  0 j  i  Paper 
shares.  By  September  1977,  the  Hong  Kong  investors  had  acquired 
some  36  million  shares  representing  13  percent  of  Oji  Paper's  total 
shares  outstanding.  This  stake  was  well  below  Japan's  statutory 
limit  on  foreign  ownership  in  Japanese  corporations,  which  at  the 
time  stood  at  25  percent.  The  purchases  were  made  through  the  Hong 
Kong  offices  of  eight  Japanese  brokerages,  including  all  of  the  Big 
Four  securities  houses. 

Pressure  to  Sell 

In  July  1977,  in  the  midst  of  his  stock  purchases,  Mr.  Wang 
was  visited  by  a  vice  president  of  Yamaichi  Securities,  who  had 
flown  to  Hong  Kong  from  Tokyo  for  the  meeting.  The  Yamaichi 
official  asked  Mr.  Wang,  expressly  at  the  behest  of  President  Fumio 
Tanaka  of  Oji  Paper,  to  sell  his  shares  of  Oji  Paper.  It  is 
interesting  to  note  that  Japanese  corporations  were  forbidden  to 
trade  in  their  own  stock,  yet  Mr.  Tanaka  apparently  felt  he  could 
encourage  Mr.  Wang  to  sell.   Mr.  Wang  refused. 
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Nomura  also  encouraged  Mr.  Wang  to  sell  his  Oji  Paper  stock  on 
September  6,  1977.  Yamaichi  made  a  second  attempt  on  September  8, 
1977,  when  the  head  of  its  Hong  Kong  office  urged  Mr.  Wang  again  to 
sell,  this  time  at  the  previous  day's  closing  price  (Y409  per 
share) .   Mr.  Wang  again  refused. 

"Self-Restraint  Measures" 

In  late  September  1977,  all  eight  Japanese  brokerages 
contemporaneously  implemented  what  were  termed  euphemistically 
"self-restraint  measures."  Stated  alternatively,  with  no  notice  or 
reason,  they  all  stopped  accepting  buy  orders  from  Mr.  Wang  and  the 
other  Hong  Kong  investors . 

The  Hong  Kong  investors  sought  an  explanation  for  this 
remarkable  volte  face,  all  to  no  avail.  On  October  8,  1977,  the 
Hong  Kong  investors  met  with  the  heads  of  the  Hong  Kong  offices  of 
the  Big  Four  Japanese  securities  houses.  They  told  the  Hong  Kong 
investors  that,  in  Japan,  such  large  purchases  were  considered 
worrisome,  in  spite  of  the  securities  houses  connivance  at  the  very 
same  purchases  just  a  few  months  prior  to  the  meeting. 

The  Hong  Kong  investors  requested  the  Hong  Kong  Securities 
Commission  to  make  inquiries  of  the  eight  brokerages.  When  asked, 
however,  all  eight  replied  that  they  had  been  ordered  to  stop 
accepting  buy  orders  by  their  respective  home  offices  in  Japan. 
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Mr.  Wang's  attorney  also  sent  a  letter  to  each  brokerage 
demanding  an  explanation,  but  received  opaque  replies.  Daiwa 
claimed  in  a  November  10,  1977,  letter  that  the  refusal  was  based 
upon  the  custom  of  the  Tokyo  Stock  Exchange.  Yet  just  weeks 
earlier,  in  October  1977,  Daiwa  Hong  Kong  President  Yamanaka 
visited  Mr.  Wang  and  assisted  Mr.  Wang  in  the  preparation  of  a 
protest  letter  to  Japan's  Ministry  of  Finance  (MOF) . 

Nikko  contended  that  it  simply  was  being  prudent  in  light  of 
a  "special  impression  as  there  might  be  some  specific  purpose 
behind"  (emphasis  added)  the  Hong  Kong  investors'  buy  orders.  In 
later  testimony.  Vice  President  Kobayashi  of  Nikko  Securities  (now 
President  of  Nikko  Research  Center)  admitted  that  Nikko  based  this 
impression  on  mere  rumors,  and  could  identify  no  individual, 
report,  or  action  to  substantiate  those  rumors. 

Nomura  asserted  that  it  had  unfettered  discretion  to  accept  or 
reject  orders,  intimating  that  it  might  have  harbored  doubts  about 
Mr.  Wang's  creditworthiness.  Mr.  Wang  found  this  justification 
particularly  outrageous,  since  he  had  paid  cash  for  all  of  the  Oji 
Paper  stock  purchases  and  his  stock  transactions  over  the  years  had 
represented  hundreds  of  thousands  of  dollars  in  commissions  to 
Nomura  (as  well  as  to  the  other  brokerages) . 

Insights  into  the  machinations  behind  the  "self-restraint 
measures"  came  belatedly,  cind  in  unlikely  fashion.  The  manager  of 
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Wako  Securities'  Hong  Kong  office,  which  had  prepared  the  special 
report  recommending  Oji  Paper  stock  just  three  months  prior  to  the 
self-restraint  measures,  came  to  Mr.  Wang  in  October  1977.  He 
advised  Mr.  Wang  that  a  senior  official  of  MOF's  Securities  Bureau 
had  called  the  heads  of  the  eight  brokerages  together  in  September 
1977  to  discuss  the  Oji  Paper  matter.  The  officials  reportedly 
reprimanded  the  brokerages  for  allowing  a  foreigner  to  take  such  a 
large  position  in  Oji  Paper  stock.  The  brokerages  obviously  took 
this  "administrative  guidance"''  to  heart  and  contemporaneously 
refused  to  accept  further  buy  orders  from  the  Hong  Kong  investors. 
This  version  of  events  was  confirmed  by  an  October  25,  1977, 
article  in  Mainichi  Shimbun." 

Ironically,  Wako  Securities  was  punished  quietly  for  its 
loyalty  to  its  customer,  Mr.  Wang.  Oji  Paper  reduced  a  previous 
underwriting  allocation  of  Oji  Paper  debentures  to  Wako  in 
retaliation  for  Wako's  July  1977  special  report  to  Mr.  Wang. 

Oji  Paper  and  the  Big  Four  securities  houses  played  a  "blame 
game"  to  deflect  responsibility  for  the  self-restraint  measures. 
President  Tanaka  of  Oji  Paper  claimed  that  he  was  approached  by 
Nikko  Securities  indicating  that  the  Hong  Kong  investors  wanted  to 
sell  their  stock  back  at  a  premium  price  --  essentially,  to  engage 


'■^   Myth,  supra  note  7,  at  66;  Enigma,  supra  note  1,  at  344-45. 

'*  Mainichi  Shimbun,  "Economic  Survey"  (Oct.  25,  1977),  quoted 
in  Affidavit  of  T.H.  Wang,  Newpis  Hong  Kong  Ltd.  v.  Tanaka.  et  al . . 
Heisei  2  (1990)  No.  7264  (Tokyo  District  Ct . )  . 
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in  greenmail.^'  Nikko,  however,  categorically  denied  the 
accusation.  President  Tanaka  then  claimed  that  Nikko,  Nomura, 
Daiwa  and  Yamaichi  had  approached  him  with  the  buy-back  proposal, 
and  that  he  had  assumed  that  the  proposal  had  originated  with  Mr. 
Wang.  All  four  securities  houses  denied  this  claim  as  well.  In 
any  event.  President  Tanaka  admitted  that  Oji  Paper  "reported"  the 
large  purchases  by  the  Hong  Kong  investors  to  the  Tokyo  Stock 
Exchange,  apparently  triggering  the  chain  of  events  leading  to  the 
self-restraint  measures." 

The  Sale 

Armed  with  the  added  leverage  of  the  self-restraint  measures 
(and  the  implicit  weight  of  the  Ministry  of  Fineuice  and  the  Tokyo 
Stock  Exchange  behind  them) ,  the  Japsuiese  brokerages  redoubled 
their  pressure  on  Mr.  Wang  to  sell  his  Oji  Paper  holdings  while 
carefully  obfuscating  their  self-restraint  measures. 

In  the  course  of  the  October  8  meeting  between  the  Hong  Kong 
investors  and  executives  of  the  Big  Four's  Hong  Kong  branches,  Mr. 
Wang  again  was  encouraged  to  sell  his  Oji  Paper  shares.  Mr.  Wang 
refused  this  overture,  and  continued  to  hold  the  Oji  Paper  shares. 


^*  Greenmail  is  a  stock  market  tactic  in  which  a  speculator 
takes  a  large  position  in  a  company's  stock,  threatens  to  interfere 
in  the  company's  affairs,  but  offers  to  "make  peace"  by  selling  his 
or  her  holdings  at  a  premium. 

"  Petition,  Newpis  Hong  Kona  Ltd.  v.  Tanaka.  et  al . .  Heisei 
2  (1990)  No.  7264  (Tokyo  District  Ct.,  June  15,  1990). 
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He  did  so  even  in  the  face  of  threats  of  physical  harm,  a  message 
relayed  in  November  1977  in  a  midnight  visit  by  the  manager  of 
Nikko  Securities'  Hong  Kong  branch. 

All  of  the  Japanese  brokerages,  surprisingly,  then  claimed  in 
November  1977  to  have  withdrawn  the  self-restraint  measures.  Mr. 
Wang  and  the  Hong  Kong  investors  were  supposedly  free  to  make 
additional  purchases  of  Oji  Paper  stock,  although  the  justification 
for  this  schizophrenia  remains  unclear.  Mr.  Wang  wondered  how  the 
right  to  purchase  publicly-traded  stock  could  be  restored,  just  as 
suddenly  and  arbitrarily  as  it  had  been  withdrawn,  without  any 
intervening  change  in  circumstance.  The  only  logical  explanation 
was  that  the  motive  for  both  the  withdrawal  and  restoration  of 
stock  purchase  rights  was  political  --  to  at  once  exclude  outsiders 
and  yet  preserve  the  outward  appearance  of  liberal  foreign 
investment  policies. 

This  news  did  not  entice  the  Hong  Kong  investors  to  invest 
further  in  Oji  Paper  shares,  however.  They  were  not  about  to  place 
additional  sums  at  risk  only  to  be  effectively  and  arbitrarily 
frozen  again.  In  their  replies  to  Mr.  Wang's  inquiries,  the  very 
same  securities  houses  had  asserted  the  right  to  refuse  buy  orders 
essentially  at  their  whim.  Nomura  had  claimed,  unfettered 
discretion  to  accept  or  reject  buy  orders,  while  Nikko  asserted  the 
right  to  refuse  buy  orders  whenever  it  acquired  an  impression  of 
some  specific  purpose  behind  the  investments.   How  could  Mr.  Wang 
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make  additional  investments  if  they  were  to  be  subject,  by  their 
own  claims,  to  the  caprice  of  the  securities  houses? 

In  February  1978,  Nikko  Vice  President  Kobayashi  travelled  to 
Los  Angeles,  California,  where  Mr.  Wang  was  visiting  family,  to 
restate  the  offer  to  buy  back  Mr.  Wang's  Oji  Paper  shares.  Mr. 
Kobayashi  quite  blithely  admitted  that  he  knew  the  prices  Mr.  Wang 
had  paid  for  the  36  million  shares.  That  was  an  astounding 
admission  since  Mr.  Wang  had  purchased  the  securities  from  eight 
brokerages,  and  such  records  are  supposed  to  be  kept  confidential. 
Mr.  Kobayashi  offered  to  purchase  the  stock  at  Y4  00  per  share.  Mr. 
Wang  again  refused. 

Two  senior  Nomura  officials  telephoned  Mr.  Wang  successively 

« 

in  February  to  offer  to  purchase  Oji  Paper  shares.    Mr.  Wang 

refused.   Upon  his  return  to  Hong  Kong,  Mr.  Wang  was  pestered  to 
sell  by  the  Hong  Kong  offices  of  Nikko  and  Nomura.   He  refused. 

In  April  1978,  Nomura  Vice  President  Tabuchi  travelled  from 
San  Francisco  to  Hong  Kong  to  encourage  Mr.  Wang  to  sell.  He 
indicated  that  he  was  conveying  the  request  of  not  only  Oji  Paper 
President  Tanaka,  but  also  Chairman  Koyama  of  Mitsui  Bank.  Mr. 
Tabuchi  asked  Mr.  Wang  to  sell  all  of  his  Oji  Paper  shares  through 
Nomura  to  the  Mitsui  group,  members  of  which  comprised  Oji  Paper's 
keiretsu  stable  shareholders.   Mr.  Wang  refused. 
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Mr.  Tabuchi  went  on  to  later  fame  as  Chairman  of  Nomura 
Securities.  He  resigned  in  disgrace  in  June  1991  to  atone  for 
Nomura's  payment  of  loss  guarantees  to  favored  customers,  a 
widespread  practice  which  provoked  an  enormous  scandal  through  the 
Summer  of  1991  and  a  process  of  stock  market  upheaval  and  reform 
that  continues  to  this  day. 

By  the  Spring  of  1978,  this  high  stakes  contest  of  wills  had 
endured  for  eight  months.  Mr.  Wang  had  been  blocked  inexplicably 
and  arbitrarily  from  exercising  his  right  under  Japanese  law  to 
purchase  publicly- traded  securities.  His  physical  well-being  had 
been  threatened.  He  had  been  harassed  repeatedly  to  sell  his 
shares  by  some  of  the  most  senior  officials  of  Japan's  largest 
financial  houses,  which  in  turn  stand  among  the  world's  largest. 

He  resisted  this  pressure  until  late  May  1978,  when  a 
newspaper  report  made  it  clear  that  the  contest  would  go  on  so  long 
as  to  be  fruitless.  On  May  25,  1978,  Nihon  Keizai  Shimbun  (Japan's 
Wall  Street  Journal)  published  an  announcement  by  Oji  Paper's 
senior  management  that  Oji  Paper's  profits  would  fall  by  30  percent 
from  the  prior  year  level  due  to  a  soft  paper  market .  This  news 
article  insured  a  decline  in  the  price  of  Oji  Paper  stock. 

Mr.  Wang  saw  two  alternative  scenarios  underlying  this 
announcement:  In  the  off  chance  that  the  report  might  be  accurate, 
it  meant  that  Oji  Paper  shares  would  remain  low  under  the  twin 
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depressants  of  the  brokerages'  perceived  strategy  and  the  company's 
poor  performance.  If  the  article  were  intended  to  place  added 
duress  on  him,  however,  it  meant  that  Oji  Paper  would  go  to  any 
length  to  persuade  him  to  sell . 

As  it  later  emerged  in  litigation,  the  latter  scenario  appears 
closer  to  actual  events.  Nikko's  Mr.  Kobayashi  testified  that  the 
Oji  Paper  shares  had  been  repurchased  illegally  by  the  Japanese 
securities  houses.  The  Big  Four  had  engaged  in  "baikai"  --  the 
purchase  of  stocks  outside  of  the  stock  exchange  --in  violation  of 
a  Tokyo  Stock  Exchange  rule  established  in  1967,  as  well  as  Japan's 
Securities  Exchange  Act.  Such  transactions  distort  market  prices 
by  limiting  artificially  the  supply  of  shares  available  for  sale 
(in  this  instance,  nearly  30  million  shares,  representing  more  than 
10  percent  of  Oji  Paper  shares  outstanding).  Mr.  Kobayashi 's 
testimony,  and  other  circumstantial  evidence,  suggest  that  the 
baikai  repurchase  from  the  Hong  Kong  investors  was  arranged  at  the 
behest  of  Oji  Paper,  and  that  Oji  Paper's  stable  shareholders  from 
the  Mitsui  keiretsu  had  absorbed  the  Hong  Kong  shares .  Had  such  a 
large  block  of  stock  been  sold  on  the  Tokyo  exchange,  it  may  have 
triggered  a  buying  spree  of  Oji  Paper  shares.  The  Mitsui  group  in 
that  event  would  have  been  unsible  to  purchase  the  Oji  Paper  block 
at  the  attractive  price  of  Y380  per  share.  As  it  ensued,  Oji 
Paper's  stable  shareholders  in  the  Mitsui  group  were  able  through 
baikai  to  purchase  the  Oji  Paper  shares  at  Y380  per  share,  only  to 
watch  the  stock  appreciate  fourfold  over  the  subsequent  ten  years . 
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Under  either  scenario,  the  prospects  for  long-term  profits  did 
not  appear  high  to  Mr.  Wang  in  the  Spring  of  1978.  Mr.  Wang 
consequently  decided  to  sell  his  Oji  Paper  shares.  He  telephoned 
Nomura's  Mr.  Tabuchi  from  Los  Angeles  in  late  May  1978  to  advise 
Mr.  Tabuchi  of  his  intention  to  sell.  Mr.  Tabuchi  replied  that  the 
stock  could  be  sold  at  about  Y400  per  share,  to  which  Mr.  Wang 
concurred. 

The  next  day,  my  father  travelled  to  Oregon  to  visit  me.  He 
received  a  call  from  Nikko's  Hong  Kong  branch  manager,  Mr.  Toida. 
Mr.  Toida  told  Mr.  Wang  essentially  that  he  knew  of  the  previous 
day's  conversation  with  Mr.  Tabuchi  of  Nomura,  and  that  Mr.  Wang 
would  be  unable  to  execute  the  sale  of  the  stock  through  Nomura. 
Mr.  Toida  explained  that  Nikko  was  the  only  broker  capable  of 
executing  the  sale.  The  reasons  Mr.  Toida  cited  for  this  argument 
were  that  Nikko  was  Oji  Paper's  principal  underwriter  and  that 
Nikko's  Mr.  Kobayashi  was  a  close  friend  and  regular  golf  partner 
of  Mr.  Yoshida,  a  senior  MOF  official.  Upon  his  return  to  Hong 
Kong  in  early  June  1978,  therefore,  Mr.  Wang  contacted  Nikko's  Mr. 
Kobayashi,  who  had  offered  Mr.  Wang  Y380  per  share  in  Los  Angeles 
in  February  1978,  to  sell  the  shares. 

This  time,  however,  Mr.  Kobayashi  offered  Mr.  Wang  the  market 
price,  which  was  under  Y380  per  share.  Mr.  Wang  retorted  that  the 
market  price  had  been  depressed  artificially,  and  that  Mr. 
Kobayashi  had  offered  Y400  per  share  just  four  months  earlier.  Mr. 
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Kobayashi  denied  having  made  such  an  offer;  in  Mr.  Wang's  view,  Mr. 
Kobayashi's  denial  was  a  remarkable  act  of  bad  faith  toward  a  man 
who  had  once  helped  him."  After  negotiation,  it  was  agreed  that 
Mr.  Wang  would  sell  the  Oji  Paper  shares  for  a  net  price  of  YSSO 
per  share . 

Within  15  minutes,  Mr.  Kobayashi  of  Nikko  Securities  called 
back.  He  told  Mr.  Wang  that  the  transaction  was  to  be  divided 
among  the  Big  Four  according  to  the  following  formula:  35  percent 
to  Nikko;  3  5  percent  to  Nomura;  15  percent  to  Daiwa;  and  15  percent 
to  Yamaichi . 

With  no  lack  of  gall,  the  remaining  four  Hong  Kong  branches 
complained  to  Mr.  Wang  that  he  had  not  allowed  them  to  handle  any 
of  the  sales.  It  seemed  that  the  Big  Four  had  monopolized  the 
coerced  sale  transactions  and  the  associated  commissions  and  fees. 
The  remaining  four  brokerages  argued  that,  although  all  eight 
brokerages  had  been  buffeted  by  criticism  first  from  MOF  and  then 
from  the  Hong  Kong  Securities  Commission,  only  the  Big  Four  had 
benefitted  from  the  sale. 


"  Nikko  had  sold,  without  Mr.  Wang's  authorization, 
convertible  debentures  in  Nissan  Motors  that  Nikko  had  purchased 
and  held  on  Mr.  Wang's  behalf.  Such  trading  without  authority  is 
illegal  in  Japan.  Mr.  Kobayashi  was  the  responsible  official,  and 
was  about  to  be  demoted.  Mr.  Wang  ignored  the  offense,  however, 
allowing  Mr.  Kobayashi  to  go  on  to  considerable  success. 
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But  the  final  piece  of  irony  was  still  to  come.  Somehow,  the 
"soft  paper  market"  recovered  miraculously  in  just  four  months.  On 
September  29,  1978,  Nihon  Keizai  Shimbun  contradicted  its  May  25 
report  of  a  30  percent  drop  in  Oji  Paper's  profits.  According  to 
the  September  29  article,  Oji  Paper's  profits  now  were  expected  to 
increase  due  to  rationalization  and  cheaper  raw  materials  resulting 
from  the  appreciation  of  the  yen. 

The  Cost 

Mr.  Wang  incurred  considerable  opportunity  cost  as  a 
consequence  of  the  "self-restraint  measures."  The  Hong  Kong 
investors  acquired  Oji  Paper  stock  when  the  share  price  ranged 
between  Y360  per  share  and  Y410  per  share.  The  Hong  Kong 
investors  sold  their  holdings  in  June  1978  at  Y380  per  share,  when 
the  market  price  stood  around  Y360  per  share. 

In  the  10  years  following  the  June  1978  coerced  sale,  the 
price  of  Oji  Paper  stock  soared.  At  its  peak  in  the  late  1980s,  it 
approached  Yl,500  per  share,  more  than  four  times  the  1978  price. 
Moreover,  as  is  customary  for  successful  Japanese  corporations,  Oji 
Paper  issued  "bonus  shares"  to  existing  shareholders  in  April  1980, 
May  1983  and  May  1985.  Factoring  in  the  stock  appreciation  and  the 
value  of  the  bonus  shares,  the  coerced  sale  of  his  Oji  Paper  stock 
cost  T.H.  Wang  and  the  Hong  Kong  investors  roughly  $350  million  in 
potential  gains.    Even  in  May  1992,  following  a  more  than  50 
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percent  f reef all  in  the  Tokyo  market,  Oji  Paper  shares  traded  at 
Y875  per  share,  still  more  than  double  the  price  in  1977-78. 

T.H.  Wang  Takes  Japan  Inc.  to  Court 

The  Gauntlet  Thrown  Dovm 

T.H.  Wang  refrained  from  pursuing  available  legal  remedies 
immediately  following  this  episode .  Had  the  Japanese  actors  let 
well  enough  alone,  that  would  have  been  the  end  of  the  saga. 
President  Tanaka  of  Oji  Paper,  however,  threw  down  a  gauntlet  which 
T.H.  Wang  took  up. 

On  March  20,  1989,  more  than  10  years  after  the  coerced  sale 
of  T.H.  Wang's  Oji  Paper  holdings,  an  interview  of  Mr.  Tanaka  was 
published  in  Nikkei  Sangyo  Shimbun.  President  Tanaka  defamed  Mr. 
Wang,  accusing  him  falsely  of  engaging  in  greenmail : 

Around  the  spring  of  1977  or  so,  the  Hong  Kong  investors  Tseng 
Hsiang  Wang  and  another  of  his  colleagues  purchased  some  20  or 
30  million  shares  of  Oji  and  became  the  Company's  top  ranking 
shareholder  (ratio  of  shares  approximately  10%) .  And  then  an 
approach  was  made  to  me  through  Nikko  Securities  sounding  out 
the  possibility  of  our  buying  back  these  shares .  At  that 
particular  time,  the  share  price  was  around  Y200  or  so,  I 
believe;  anyhow,  at  first  they  asked  if  we  would  buy  back  at 
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Y250,  then  this  was  followed  by  an  offer  at  Y230  but  I 
steadily  refused  to  accept.  This  was  because  Mr.  Goro  Koyama 
of  the  Mitsui  Bank  (the  then  Chairman)  told  me  that  "although 
it  would  be  troublesome  if  (the  other  side)  were  to  bring  up 
a  proposition  important  enough  to  necessitate  a  general 
meeting  of  shareholders,  if  nothing  of  this  sort  arose,  just 
leave  matters  as  they  are  (and  ignore  the  other  side) ;  as  long 
as  the  Mitsui  Group  stands  firm  there's  no  danger  of  the  other 
side  acquiring  a  major  share,  so  stand  firm  ..."  so 
consequently  I  did  stand  firm.  And  as  a  result  of  this,  the 
other  side's  patience  gave  out  and  they  let  go  of  the  shares. 

Mr.  Tanaka  also  claimed  that  the  Mitsui  Group  companies  which 
"stood  firm"  with  Oji  Paper  were  eible  to  purchase  the  Oji  Paper 
shares  at  an  advantageous  price  from  the  Hong  Kong  investors .  He 
reported  that  these  fellow  keiretsu  members  were  delighted  by  the 
transaction  given  the  rapid  appreciation  of  the  Oji  Paper  stock 
following  the  sale  by  the  Hong  Kong  investors. 

Mr.  Tanaka 's  crowing  over  the  gains  made  by  fellow  Mitsui 
members  on  the  subsequent  stock  appreciation  rubbed  proverbial  salt 
in  the  wounds  of  the  Hong  Kong  investors. 

Mr.  Wang  was  outraged  by  these  calumnious  statements,  both  as 
a  matter  of  principle  and  for  pragmatic  reasons.  He  considered  Mr. 
Tanaka 's  statements  patently  false,  and  an  attempt  to  add  insult  to 
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injury.  Mr.  Wang  realized  for  the  first  time  that  the  Mitsui  group 
was  collaJjorating  with  Oji  Paper.  He  also  realized  for  the  first 
time  that,  according  to  Mr.  Tanaka,  Nikko  had  told  Oji  Paper  of  Mr. 
Wang's  alleged  greenmail  strategy  (which  is  untrue,  and  Nikko  in 
any  event  denies) . 

Moreover,  President  Tanaka 's  defamation  of  Mr.  Wang's  motives 
and  character  had  very  practical  consequences.  The  Nikkei  Sangyo 
interview  was  introduced  immediately  in  an  unrelated  stockholder's 
derivative  suit  that  Mr.  Wang  was  pursuing  against  Japan  Wool.  The 
newspaper  interview  was  offered  as  evidence  to  give  a  bad 
impression  of  Mr.  Wang."  The  timing  and  content  of  the  interview 
seemed  too  pat.  Why  would  Mr.  Tanaka  suddenly  grant  an  interview 
to  discuss  arcane  matters  that  had  occurred  more  than  a  decade 
before?  The  interview  seemed  too  convenient  for  Japan  Wool's 
defense;  Mr.  Wang  feared  that  the  interview  would  haunt  him  in  all 


"  In  the  Japan  Wool  litigation,  Mr.  Wang  and  other  Hong  Kong 
investors  filed  a  stockholder's  derivative  suit  against  Japan  Wool 
and  its  officers  and  directors.  The  suit  sought  to  enjoin  Japan 
Wool  from  consummating  a  transaction  with  Daiei,  a  major  Japanese 
supermarket  chain.  Japan  Wool  and  Daiei  had  entered  into  a  cross - 
shareholding,  stcible  shareholder  relationship  several  years  before 
the  transaction  at  issue.  When  Japan  Wool  embarked  on  the 
development  of  valuable  land  it  held  in  the  Tokyo  metropolitan  area 
as  a  shopping  mall,  it  announced  that  Daiei  had  agreed  to  be  the 
anchor  tenant.  Mr.  Wang  thought  the  lease  rate  and  terms  to  be 
outrageously  favorable  to  Daiei.  At  the  announced  lease  rate,  it 
would  have  taken  Japan  Wool  120  years  to  obtain  a  return  on  the 
value  of  the  land  and  the  development  costs.  The  Hong  Kong 
investors  perceived  this  transaction  as  a  waste  of  the  corporate 
assets  of  Japan  Wool,  of  which  they  ostensibly  were  owners,  and 
requested  injunctive  relief.  The  Japanese  court  denied  the 
petition. 
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of  his  business  dealings  in  Japan  if  he  were  to  leave  it 
unchallenged. 

The  Suit 

On  June  15,  1990,  fully  12  years  after  the  coerced  sale  of  his 
Oji  Paper  stock,  Mr.  Wang  filed  suit  against  President  Tanaka,  Oji 
Paper,  and  the  Big  Four  securities  houses  in  Tokyo  District  Court. 
The  basis  of  the  petition  (the  equivalent  of  a  complaint  in 
American  parlance)  was  that  the  defendants  Tanaka  and  Oji  Paper  had 
made  false  representations  about  Mr.  Wang  to  the  Ministry  of 
Finance  and  the  Tokyo  Stock  Exchange.  The  petition  alleged  further 
that  this  false  statement  formed  the  basis  for  the  "self-restraint 
measures"  imposed  by  the  Big  Four  brokerages,  which  in  turn  caused 
Mr.  Wang  damages  of  roughly  $270  million.^'  Mr.  Wang,  however, 
sought  relatively  nominal,  exemplary  damages  of  less  than  $1.0 
million.  At  the  outset,  Mr.  Wang  sought  vindication,  not 
compensation . 

Under  Japanese  law,  a  plaintiff  also  must  pay  an  upfront  -- 
and  nonrefundable  --  filing  fee  called  a  "stamp  duty."  The  stamp 
duty  scales  range  upward  with  the  damages  claimed.  In  Mr.  Wang's 
case,  a  damage  claim  of  $1.0  million  required  a  stamp  duty  of 
approximately  $4,000. 


"  Petition,  Newois  Hong  Kong  Ltd.  v.  Tanaka.  et  al..  Heisei 
2  (1990)  No.  7264,  Paragraph  23  (June  15,  1990). 
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The  suit  fell  immediately  into  the  quagmire  of  Japanese 
litigation.  Discovery  of  the  sort  available  in  the  United  States 
--  pre-trial  depositions  of  witnesses,  written  interrogatories, 
requests  for  admissions  of  relevant  facts,  and  requests  for  the 
production  of  documents  --  is  largely  unavailable  under  Japanese 
law.  Trials  are  neither  speedy  nor  continuous.  Judges  are 
activist,  admonishing  the  parties  to  settle  and  interfering  with 
the  adduction  of  evidence.  Indeed,  judges  are  both  part  of  and 
beholden  to  the  governing  bureaucratic  and  industrial  elites  that 
rule  Japan,  and  thus  resist  challenge  to  those  elites.^" 

In  Mr.  Wang's  suit  against  Oji  Paper,  for  example,  although  a 
number  of  hearings  have  been  held  since  suit  was  filed  in  1990,  the 
first  witnesses  have  just  been  called.  The  judge  up  to  this  point 
has  been  unwilling  to  call  officials  of  the  Ministry  of  Finance  to 
testify,  even  though  there  is  evidence  indicating  that  the 
officials  had  scolded  the  Big  Four  for  allowing  a  foreigner  to 
acquire  such  a  large  stake  in  Oji  Paper  in  that  September  1977 
meeting. 

The  judge  also  interfered  with  the  evidence  in  a  way 
astonishing  to  American  eyes.  In  contrast  to  Mr.  Wang's  extensive 
and  detailed  affidavits  and  documentary  evidence,  the  arguments  of 
the  defendant  Big  Four  securities  houses  had  been  inconsistent  and 


^°  See  generally.  Myth,  supra  note  7;  Overview,  supra  note  2 ; 
euid  Enigma,  supra  note  1,  at  202-26. 
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contradictory.  The  judge  initially  instructed  the  Big  Four 
securities  houses  to  designate  a  single  spokesman  to  present  a 
single  version  of  events.  In  the  United  States,  a  judge  nonnally 
would  inquire  into  contradictory  testimony  to  get  at  the  truth. 
The  mere  presence  of  contradictory  testimony  is  evidence  casting 
doubt  upon  the  credibility  of  witnesses. 

Moreover,  the  chief  judge  enjoys  a  close  relationship  with 
attorneys  for  four  of  the  defendants.  The  judge  was  a  colleague  of 
these  attorneys  in  the  same  firm  for  more  than  20  years  before 
becoming  a  judge.  An  American  judge  frequently  would  recuse 
himself  or  herself  from  hearing  such  a  case,  but  in  Japan,  the 
apparent  conflict  of  interest  is  not  even  an  issue . 

Even  the  procedures  that  are  available  under  Japanese  law  for 
eliciting  evidence  are  subject  to  judicial  interference.  Mr.  Wang 
has  been  attempting  for  months  to  call  witnesses  with  knowledge  of 
the  September  1977  meeting  at  which  the  self-restraint  measures 
were  set.  Mr.  Wang  became  increasingly  concerned  and  frustrated 
that  he  would  be  unable  to  adduce  the  evidence  he  needed  to  support 
his  claim. 

In  order  to  establish  his  seriousness  of  purpose  with  the 
defendant  securities  houses  and  the  judge,  Mr.  Wang  increased  his 
damage  claim  from  $1.0  million  to  roughly  $40  million.  That 
increased  damage   claim  also  compelled  Mr.   Wang  to  pay  a 
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nonrefundable  stamp  duty  (filing  fee)  of  over  $200,000.  Even  with 
the  increase,  Mr.  Wang's  damage  claim  remains  well  below  his 
damages  of  $270  million  and  the  Hong  Kong  group's  opportunity  cost 
of  $350  million  occasioned  by  the  coerced  sale  of  the  Oji  Paper 
shares.  By  raising  his  damage  claim  and  paying  a  significant 
nonrefundable  stamp  duty,  Mr.  Wang  sought  to  demonstrate  both  his 
resolve  to  see  the  case  through  to  its  conclusion  and  his 
confidence  in  the  truth  of  his  allegations. 

The  evidence  presented  by  the  defendants,  and  the  judges 
reaction  to  it,  became  curioser  and  curioser.  The  Big  Four 
defendants  finally  nominated  the  ubiquitous  Mr.  Kobayashi  of  Nikko 
Securities  to  give  testimony  even  though  he  had  little  knowledge  of 
the  September  1977  meeting  between  MOF  and  the  brokerages.  Mr. 
Kobayashi 's  testimony  in  court  nonetheless  reveals  the  tactics  of 
obfuscation,  delay,  and  perhaps  even  perjury  being  utilized  by  the 
defendant  securities  houses. 

Insight  into  these  tactics  can  be  gleaned  from  Mr.  Kobayashi 's 
testimony  about  the  allocation  of  shares  among  the  Big  Four  in  the 
repurchase  of  the  Hong  Kong  investors'  block  of  Oji  Paper  stock. 
Recall  that,  in  the  Spring  of  1978,  Mr.  Kobayashi  had  taken  the 
lead  in  negotiations  with  Mr.  Wang  over  the  repurchase  of  the  Oji 
Paper  stock.  He  revealed  intimate  knowledge  of  the  prices  Mr.  Wang 
had  paid  for  the  stock,  even  though  Mr.  Wang  had  effected  the 
purchases  through  eight  brokerages  and  such  records  normally  are 
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kept  confidential.  Within  15  minutes  of  concluding  negotiations 
with  Mr.  Wang,  Mr.  Kobayashi  called  Mr.  Wang  to  inform  him  that  the 
sale  of  the  Hong  Kong  investors'  Oji  Paper  shares  would  be  handled 
by  the  Big  Four  according  to  a  formula  (35  percent  to  Nikko;  35 
percent  to  Nomura;  15  percent  to  Daiwa;  and  15  percent  to 
Yamaichi) . 

When  questioned  under  oath  about  this  allocation  formula,  Mr. 
Kobayashi  denied  ever  having  entered  into  an  allocation  agreement 
with  the  other  securities  houses.  Instead,  he  claimed  that  the 
Hong  Kong  block  of  shares  was  allotted  "according  to  the  managing 
underwriters'  shares."  By  managing  underwriters'  shares,  Mr. 
Kobayashi  meant  the  portion  of  new  stock  issues  by  Oji  Paper 
underwritten  by  each  securities  firm.  He  testified  that  these 
allotments  were  made  by  the  issuing  company,  and  usually  remained 
constant  for  some  period  of  time. 

With  regard  to  the  sale  of  the  Hong  Kong  investors'  Oji  Paper 
stock,  Mr.  Kobayashi  indicated  that  the  share  allotment  had  been 
performed  according  to  the  managing  underwriters'  shares 
established  preceding  the  June  1978  sale.  Further,  he  testified 
that  Oji  Paper  had  not  made  a  specific  share  assignment  for  the 
Hong  Kong  investors'  stock  sale: 

Q:   In  addition  to  that,  have  you  ever  allotted  ciny  agreement 
made  with  one  company  to  other  companies? 
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A:   I  have  not  done  it. 

Q:   The  shares  [in  the  sale  of  the  Hong  Kong  stock]  are 

different  among  Nikko,  Nomura,  Daiwa,  and  Yamaichi,  aren't 

they? 

A:   Yes. 

Q :   Why? 

A:   This  is  because  the  entire  number  of  stocks  were  alloted 

[sic]  to  them  according  to  the  managing  underwriters'  shares. 
Q:   What  do  you  mean  by  the  managing  underwriters'  shares? 
A:   As  you  know,  there  are  managing  underwriters.   More  than 
one  securities  companies  serve  [sic]  as  managing  underwriters, 
and  their  shares  may  vary. 

Q:  As  for  O j i  Paper,  were  the  shares  decided  at  that  time? 
A:  No,  they  were  decided  long  ago.  These  may  change,  but  if 
the  shares  are  not  changed  at  the  time  of  financing  or  capital 
increase  immediately  before  the  allotment,  these  shares  will 
remain  unchanged.  We  call  these  managing  underwriters' 
shares . 

Q:   Then,  it  is  possible  for  an  issuing  company  to  pressure 
managing  underwriters  to  change  the  share,  isn't  it? 
A:   It  is  not  impossible. 

Q:  Then,  we  can  assume  that  the  shares  in  this  case  also  were 
decided  by  the  views  of  the  issuing  company,  can't  we? 
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A:  No,  I  don't  think  so.  I  was  told  by  President  Hatsukawa 
to  allot  them  according  to  the  managing  underwriters'  shares, 
and  I  acted  on  his  order,  as  I  am  a  mere  salaried  worker.'^ 

The  actual  underwriters'  shares  for  new  Oji  Paper  issues, 
however,  contradicted  Mr.  Kobayashi's  testimony.  As  shown  below, 
the  managing  underwriters'  shares  for  Oji  Paper's  stock  and  bond 
issues  immediately  preceding  the  repurchase  of  the  Hong  Kong  block 
--  which  according  to  Mr.  Kobayashi's  testimony  should  have  set  the 
allotments  for  the  repurchase  of  the  Hong  Kong  block  --  in  truth 
bore  no  relationship  to  the  allotments  actually  used: 


Managing  Underwriters'  Shares 
Oji  Paper  Stocks  and  Bonds 


Hong  Kong  Repurchase 
June  1978 

Bond  Issue 
Nov.  1977 

Stock  Issue 
Dec.  1976 

Stock  Issue 
1960 

Nomura 

35% 

16.7% 

25% 

15% 

Nikko 

35% 

28.7% 

40% 

35% 

Yamaichi 

15% 

16.7% 

25% 

35% 

Daiwa 

15% 

16.7% 

10% 

15% 

Indeed,  the  only  time  in  history  that  the  35:35:15:15  ratio  was 
used  as  the  managing  underwriters'  formula  for  Oji  Paper  issues  was 
in  1960,  or  18  years  prior  to  the  June  1978  repurchase  of  the  Hong 
Kong  investors'  shares  of  Oji  Paper.  Even  in  that  "precedent," 
moreover,  the  allotments  to  Nomura  and  Yamaichi  were 'reversed. 


'^  Translation  of  Hearing  Transcript,  Newpis  Hong  Kong  Ltd.  v. 
Tanaka.  et  al .  Heisei  2  (1990)  No.  7264,  pp.  35-36  (Tokyo  District 
Ct. ,  Dec.  1,  1992) . 
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When  confronted  with  these  facts,  Mr.  Kobayashi  altered  his 
testimony.  He  indicated  that  the  1960  formula  was  precedent  for 
the  June  1978  repurchase  allotments.  That  claim  contradicted  his 
testimony  that  the  managing  underwriters'  shares  set  in  the 
immediately  preceding  issues  had  been  used  in  the  June  1978 
allotments. 

He  further  stated  that  the  Nomura  and  Yamaichi  shares  had  been 
flipped  from  the  1960  precedent  because  of  Mr.  Wang's  affiliation 
with  Nomura.  That  statement  contradicted  his  testimony  that  the 
June  1978  share  allotments  had  been  automatic,  and  had  not  involved 
a  specific  decision  on  share  allocation.  Moreover,  Mr.  Wang's 
supposed  affiliation  with  Nomura  was  belied  by  the  facts.  Nomura 
historically  had  handled  the  fewest  transactions  for  Mr.  Wang  of 
any  of  the  Big  Four  brokerages.  Mr.  Wang  even  had  filed  a  claim 
with  the  Tokyo  prosecutor's  office,  complaining  of  apparent  fraud 
and  stock  manipulation  by  Nomura  in  the  handling  of  IHI  shares. 
Mr.  Kobayashi  surely  would  have  been  aware  of  these  facts,  which 
further  undercut  his  increasingly  tortured  pretexts  for  the  June 
1978  share  allotments. 

In  the  face  of  these  and  other  facially  perjurious  statements, 
the  presiding  judge  said  and  did  nothing.  In  contrast  to  his 
activism  encouraging  coordination  of  testimony,  the  judge  simply 
accepted  Mr.  Kobayashi 's  clearly  inconsistent  and  internally 
contradictory  testimony.   He  made  no  inquiry  into  the  obvious 
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inconsistencies,   issued  no  reprimand,  and  made  no  threat  of 
samctions  for  perjury. 

Mr.  Wang's  case  remains  pending,  with  no  conclusion  in  sight. 
Indeed,  the  defendants  appear  bent  upon  utilizing  the  levers 
available  in  the  Japanese  legal  system  to  outlast  T.H.  Wang.  It  is 
to  those  levers  that  we  now  turn. 
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PART  THREE 


Lessons  About  the 
Japanese  Legal  Systc 


T.H.  Weing's  experience  as  an  investor  in  Oji  Paper  shares 
provides  a  doorway  through  which  to  peer  into  the  inner  recesses  of 
Japanese  business  and  government  culture.  The  Oji  Paper  saga,  and 
other  examples,  spell  out  at  least  tentative  lessons  eibout  Japan's 
legal  system  and  its  accessibility  to  foreign  businessmen 
attempting  to  do  business  there. 

Deterrents  to  Litigation 

Although  litigation  is  viewed  often  in  the  West  as  well  as  in 
Japan  as  a  breakdown  of  relations,  it  nonetheless  remains  the  most 
effective  check  against  the  arbitrary  exercise  of  economic  or 
political  power.  For  a  foreign  businessmeui  especially,  the  ability 
to  secure  impartial,  timely  and  effective  adjudication  of  disputes 
is  a  source  of  reassurance.  The  Japanese  legal  system,  however, 
contains  a  number  of  significant  deterrents  to  litigation. 
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Delay 


One  signal  characteristic  of  the  Japanese  legal  system  is 
delay. '^  The  Oji  Paper  litigation  is  just  one  ongoing  example. 
Trials  are  episodic,  not  continuous;  the  equivalent  of  a  several 
week  trial  in  the  United  States  could  extend  in  fits  and  starts 
over  years  in  Japan. 

T.H.  Wang,  for  example,  filed  a  shareholder's  derivative  suit 
against  Katakura  Industries  for  an  alleged  waste  of  corporate 
assets.  Mr.  Wang  learned  that  Katakura  had  lost  substantial  sums 
trading  illegally  in  its  own  stock,  and  had  attempted  to  mask  the 
losses  by  selling  valuable  land  at  heavily  discounted  prices . 
These  transactions  were  particularly  harmful  to  Katakura,  for  which 
land  had  become  the  most  valueible  asset  as  its  main  business  -- 
silk  and  silk  garments  --  had  declined.  Mr.  Wang  filed  the  action 
in  1981,  the  district  court  ruled  in  1991,  and  it  remains  pending. 

Delay  works  a  special  hardship  on  foreigners.  The  persistence 
and  consequent  expenditures  needed  to  prosecute  an  action  in  Japan 
in  effect,  if  not  in  intent,  discriminate  against  foreign 
plaintiffs. 


"   Myth,  supra  note  7,  at  66. 
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Lack  of  Discovery 

As  illustrated  by  the  Oji  Paper  litigation,  Japan's  legal 
system  does  not  provide  the  discovery  tools  available  in  the  United 
States.''  Although  frequently  burdensome,  discovery  does  permit 
the  parties  to  collect  evidence,  narrow  the  issues,  and  approach 
the  true  facts  of  the  dispute.  Lack  of  discovery  discourages 
litigation  generally.  It  forces  potential  plaintiffs  to  collect 
the  necessary  evidence  independently,  often  before  filing  suit. 
Consequently,  they  lack  the  ability  to  ask  the  court  to  compel 
defendants  to  produce  essential  evidence  that  is  often  only 
available  from  those  defendants.  By  making  cases  harder  to  prove, 
the  Japanese  legal  system  reduces  the  incidence  of  litigation. 

Nusiber  of  Lawyers 

Japan's  few  lawyers,  often  lauded  by  humorists  in  the  United 
States,  limits  the  availability  of  legal  relief  in  Japan.  With 
only  some  12,000  lawyers,'*  Japan  has  fewer  practitioners  than  even 
Washington,  D.C. 

This  number  is  a  consequence  of  government  policy.  All 
lawyers  are  trained  at  the  Legal  Training  and   Research  Institute 


"  N.  Yamanouchi  &  S.  Cohen,  Understanding  the  Incidence  of 
Litigation  in  Japan:  A  Structural  Analysis,  25  International 
Lawyer  443,  444-47  (1991)  [hereinafter  referred  to  as  Litigation] . 

"  Overview,  supra  note  2,  at  522. 
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(LTRI),  a  government-run  post-graduate  institution.  Admission  is 
by  highly  competitive  examination;  in  one  year,  only  500  applicants 
were  admitted  of  30,000  taking  the  entrance  exam."  The  LTRI 
supplies  Japan  with  all  of  its  lawyers  and  judges.  This  deliberate 
shortage  of  lawyers  and  judges  contributes  to  delays  in  and  high 
cost  of  litigation  in  Japan,  and  thus  deters  potential  litigauits 
from  going  forward  with  their  complaints. 

Costs  and  Pees 

Litigation  in  Japan  cam  be  costly.  Lawyers  usually  demand  an 
upfront  retainer  fee,  and  straight  contingent  fees  are  rarely 
used.*'  The  unavailedaility  of  straight  contingent  fee  arramgements 
especially  discourages  average  Japemese  from  filing  suit  because  of 
the  combination  of  upfront  fees,  lengthy  delays  amd  uncertain 
results . 

Japanese  courts  also  assess  significant  costs  as  filing  fees . 
The  court  filing  fees  ramge  upward  according  to  the  damages 
claimed.  A  suit  seeking  millions  of  dollars  in  damages  could 
require  upfront  and  nonrefvmdeible  filing  fees  of  tens  of  thousands 
of  dollars." 


Id-  at  522-23.   See  also  Myth,  guEEa  note  7,  at  28. 


2« 


Overview,  supra  note  2,  at  527-28;  Litigation,  supra  note 
23,  at  447-49. 


"  Litigation,  supra  note  23,  at  453, 
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These  filing  fees  are  termed  stamp  duties  in  Japan.  Even 
though  Japan's  judiciary  lowered  the  stamp  duty  schedule  in  1991, 
the  lesser  amounts  still  appear  high  by  U.S.  standards.  In  suits 
claiming  damages  of  up  to  YlOO  million  (roughly  $800,000), 
plaintiffs  must  pay  a  stamp  duty  of  more  than  $3,000  at  the 
district  court  level.  Additional  and  higher  stamp  duties  must  be 
paid  at  each  level  of  appeal:  again  using  the  lowest  damage  claim 
range  of  less  than  YlOO  million,  additional  stamp  duties  of  roughly 
$5,000  emd  $6,700  would  be  required  upon  appeals  to  the  high  court 
and  the  Supreme  Court,  respectively.  For  the  highest  damage  claim 
category  of  Y5.0  billion  ($40  million),  the  stamp  duty  ranges 
upward  from  roughly  $85,000  at  the  district  court  level  to  more 
than  $175,000  upon  appeal  to  the  Supreme  Court  of  Japan.  In 
contrast,  federal  court  filing  fees  in  the  United  States  reinge  from 
$120  at  the  federal  district  court  level,  to  $100  upon  appeal  to  a 
federal  court  of  appeals,  to  $300  upon  appeal  to  the  U.S.  Supreme 
Court . 

Court  and  attorneys  fees  in  Japan  can  act  as  a  significant 
impediment  to  litigation.  For  the  average  Japanese,  such  fees  can 
render  litigation  simply  unaf f ordable ,  no  matter  the  merits  of 
their  legal  claim. 
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Adequacy  of  Legal  Protections 

Interpretation  and  enforcement  are  not  the  only  infirmities  in 
the  Japanese  legal  system  from  the  standpoint  of  a  Western 
observer.  Although  Japan's  body  of  positive,  or  written,  law  -- 
largely  imported  from  the  West  --  may  appear  superficially 
comprehensive,  it  nonetheless  contains  glaring  deficiencies. 

My  own  experience  with  Saibo,  a  publicly-traded  company, 
provides  a  good  example  of  the  weaknesses  of  Japanese  corporate  law 
in  the  area  of  shareholder  rights.  I  acquired  more  than  100,000 
(worth  around  $1.0  million)  shares  of  Saibo  over  several  months  in 
1990  and  1991,  with  some  difficulty  because  Saibo' s  shares  are  so 
thinly  traded.  Following  my  share  acquisitions,  Saibo' s  Board  of 
Directors  approved  a  third  party  stock  issue  --  the  direct  sale  of 
stock  outside  the  Tokyo  Stock  Exchange  to  ostensible  third  parties 
--of  two  million  shares  at  a  price  of  Y801  per  share. 

This  transaction  was  questionable  on  its  face.  Saibo  was  not 
in  financial  difficulty.  Saibo' s  prime  assets  were  real  estate 
parcels  near  Tokyo,  which  I  believed  were  worth  y7,000  per  share  at 
the  time  of  the  third  party  issue  at  Y801  per  share. 

The  transaction  appears  even  more  suspicious  upon  further 
investigation.   The  third  party  purchasers  of  this  advamtageous 
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stock  issue  were  Saitama  Kogyo  and  Saikiei  Futosan.  Both  were 
linked  closely  through  stock  ownership  and  interlocking  directors 
to  the  Eizuka  family,  members  of  which  controlled  Saibo's  stock  and 
Board  of  Directors.  Indeed,  Saibo's  Chairman  and  President  were 
members  of  the  Eizuka  family.  Through  this  third  party  issue,  the 
Eizuka  family  were  able  to  increase  the  portion  of  Saibo  stock 
linder  their  control  --  while  effectively  diluting  the  interests  of 
outside  shareholders  like  me. 

In  spite  of  the  obvious  inequities  that  could  arise  from  this 
sort  of  practice,  Japanese  law  afforded  me  no  effective  recourse. 
The  third  party  issue  had  been  approved  formally  by  Saibo's  Eizuka 
family-controlled  Board  of  Directors.  As  an  outsider  and  a  foreign 
investor,  I  enjoyed  little  influence  over  the  disposition  of 
property  that  I  ostensibly  owned  (in  concert  with  other 
shareholders)  by  virtue  of  my  share  holdings. 

As  an  aside,  this  kind  of  deficiency  in  Japanese  corporate  law 
not  only  permits  Japanese  corporations  to  dilute  shareholder 
interests.  It  also  serves  as  a  sort  of  "poison  pill"  anti -takeover 
device.  Japanese  corporations  simply  can  execute  third  party 
issues  progressively  to  dilute  an  acquirer's  stake  in  the 
corporation.  Americeui  investors  who  might  see  the  collapse  of  the 
Tokyo  stock  market  as  eui  opportunity  to  effect  a  strategic  entry 
into  the  Japanese  market  through  acquisition  thus  may  be  thwarted 
by  gaps  in  investor  rights  under  Japanese  corporate  law. 
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Societal  Context  of  the  Japanese  Legal  System 

These  mechanical  deterrents  to  litigation  --  euid  thus 
deterrents  to  the  assertion  or  protection  of  one's  rights  --  can  be 
understood  solely  in  the  broader  context  of  Japanese  society.  They 
are  the  product  of  a  fundamental  difference  between  the  United 
States  and  Japan  in  the  way  society  is  structured  cuid  the  place  of 
the  individual  within  society. 

Hierarchy  and  Harmony 

To  identify  these  differences,  the  discussion  must  return  to 
its  beginning.  Japanese  society  centuries  ago  inculcated  a 
Confucioui  hierarchy  that  influences  the  structure  of  society  today. 
Instead  of  a  feudal  aristocracy,  the  custodians  of  this  hierarchy 
today  are  governing  bureaucrats,  politicians,  industrialists  and 
financiers.  They  owe  only  what  veui  Wolferin  calls  a  "duty  of 
benevolence"  to  society  as  a  whole,  and  display  a  greater  sense  of 
responsibility  to  one  another  than  to  the  masses. 

Indeed,  the  Japamese  economy  is  characterized  by  a  seamless 
web  of  personal  and  professional  relationships  that  constitutes 
what  I  have  described  elsewhere  as  "crony  capitalism."  Business 
decisions  are  made  not  solely  on  the  basis  of  price  or  other 
economic  factors,  but  rather  significantly  on  the  basis  of  these 
relationships.  It  is  my  opinion  that  this  concept  helps  to  explain 
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why  the  Ministry  of  Finance,  the  Mitsui  keiretsu,  and  the 
securities  industry  were  willing  to  "defend"  Oji  Paper  from  a 
supposed  threat  from  the  outside.  Loyalties  to  one  another  are  far 
more  important  than  legal  principle  or  international  obligations. 

Another,  parallel  hallmark  of  Japanese  society  is  the  emphasis 
on  harmony,  or  "wa."  Within  this  social  hierarchy,  Japanese  are 
expected  to  serve  their  superiors  and  maintain  harmonious  relations 
with  one  another.^'  This  tradition  imposes  tremendous  pressure  to 
conform  upon  individual  Japanese,  and  various  mechanisms  of  the 
government  and  society  have  been  co-opted  and  subverted  by  the 
governing  elites  to  reinforce  that  pressure.^' 

Bureaucratic  Power 

With  regard  to  the  Japanese  legal  system,  a  pyramidical 
society  and  emphasis  on  harmony  have  a  number  of  consequences. 
Elite  bureaucrats  enjoy  unfettered  discretion  in  such  a  system. 
They  are  entitled  to  such  power  by  virtue  of  their  position  at  the 
pinnacle  of  the  pyramid,  and  are  unchecked  because  it  would  violate 
societal  duties  to  challenge  their  actions.^" 


28 


Overview,  supra  note  2,  at  519. 
"   See  qenerallv.  Enigma,  supra  note  1. 
"  Id-;  Myth,  supra  note  7,  at  66. 
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The  experiences  of  T.H.  Wang  again  provide  insights  into  the 
scope  of  bureaucratic  power.  In  the  Oji  Paper  saga,  the  Ministry 
of  Finance,  in  conjunction  with  Oji  Paper,  the  Tokyo  Stock  Exchange 
and  the  Big  Four  securities  houses,  simply  decided  to  exclude  the 
Hong  Kong  investors  from  participating  in  the  public  market.  This 
decision  was  made  without  notice,  without  a  hearing,  without 
findings  of  fact,  without  an  opportunity  to  be  heard,  without  any 
legal  process  or  conclusions  of  law,  without  any  opportunity  for 
appeal  --  really  without  any  basis  in  fact  or  accountability  to 
anyone . 

A  similar  example  can  be  gleaned  from  T.H.  Wang's  experience 
as  an  investor  in  Katakura  Industries  (which  gave  rise  to  the 
collateral  litigation  described  above) ,  although  potential 
embarrassment  caused  the  bureaucrats  to  find  a  face-saving 
solution.  Once  again,  one  of  the  Big  Four  brokerages  (this  time, 
Yamaichi  Securities)  encouraged  Mr.  Wemg  in  August  1978  to  invest 
in  Katakura  shares  because  of  the  value  of  its  hidden  assets 
(namely,  land) .  Mr.  Wang  was  leery,  having  just  emerged  from  the 
Oji  Paper  debacle,  but  was  reassured  that  the  Oji  Paper  experience 
would  not  be  repeated.  On  that  basis,  Mr.  Wang  amd  other  Hong  Kong 
investors  begam  to  accumulate  a  major  stake  in  Katakura, 
culminating  in  the  acquisition  of  23.5  percent  of  outstanding 
shares . 
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The  government  of  Japan  had  liberalized  foreign  investment 
limits  under  international  pressure  shortly  before  the  Hong  Kong 
investors  began  their  Katakura  acquisitions.  Nevertheless,  the 
government  had  reserved  the  option  of  designating  a  company  as 
protected  from  foreign  ovmership  beyond  25  percent  for  reasons  of 
national  security  and  national  economic  welfare.  In  response  to 
the  Hong  Kong  investors  acquisitions,  the  Japanese  government  used 
this  authority  to  designate  Katakura,  a  silk  garment  manufacturer, 
as  important  to  Japanese  national  security.  Once  again,  the 
decision  was  made  arbitrarily,  without  notice  or  reason  given.  It 
barred  the  Hong  Kong  investors  from  further  acquisitions  of  the 
publicly-traded  stock. 

Mr.  Wang  filed  suit  in  Japan,  seeking  an  administrative 
injunction  of  the  national  security  designation.  The  suit  queried 
why  a  silk  garment  manufacturer  was  critical  to  Japanese  national 
security,  and  was  on  a  protected  list  that  otherwise  included 
variously  10  oil  companies,  pharmaceutical  compeuiies,  and  defense 
contractors.  Faced  with  potential  embarrassment,  the  Japanese 
government  simply  decertified  all  of  the  11  companies  on  the 
national  security  list,  thereby  mooting  Mr.  Wang's  lawsuit.  This 
action  was  a  breathtaking  exanple  of  the  lengths  Japan's  oligarchy 
is  willing  to  go  to  preserve  their  position  at  the  peak  of  Japanese 
society.  The  Japeuiese  government  technically  was  willing  to  expose 
10  companies  that  were  legitimately  important  to  JapeUiese  national 
security  to  foreign  takeover,  all  to  avoid  the  loss  of  "face"  that 
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would  have  attended  simply  admitting  error  and  delisting  just  one 
compamy  clearly  insignificamt  to  Japamese  national  security. 

Allegiance  of  Judges 

The  tradition  of  an  independent  judiciary  is  absent  in  Japan. 
Rather,  judges  are  at  once  part  of  and  dependent  upon  the  ruling 
elites,  and  consequently  do  not  serve  as  a  check  upon  their 
exercise  of  governmental  or  economic  power.'' 

Judges  follow  a  career  path  similar  to  that  followed  by  senior 
bureaucrats,  and  indeed  may  be  categorized  more  as  bureaucrats  than 
as  independent  attorneys.  Like  all  lawyers,  judges  are  trained  at 
the  elite  LTRI,  but  usually  enter  the  judiciary  immediately 
following  graduation."  The  General  Secretariat  of  the  Supreme 
Court  evaluates  performance,  determines  promotions  and  sets 
compensation.  The  General  Secretariat,  along  with  the  judiciary, 
has  been  infiltrated  by  bureaucrats  of  the  Ministry  of  Justice  and 
other  ministries.  In  short,  the  judiciary  is  part  and  parcel  of 
the  governing  elite,  and  unlikely  to  support  challenges  to  it.'' 


'^  Enigma,  supra  note  1,  at  212-20;  Overview,  suora  note  2,  at 
536. 

"  Overview,  supra  note  2,  at  535-36. 

"  Enigma,  supra  note  1,  at  212-20;  Overview,  supra  note  2,  at 
533-36;  Myth,  supra  note  7,  at  27-28,  66. 
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Sel«ctlve  Enforcement 

Hierarchy  and  harmony  also  permeate  the  enforcement  of  law  in 
Japan.  Violation  of  positive  law  alone  is  not  the  determining 
factor  in  the  exercise  of  prosecutorial  discretion.  The  place  of 
the  alleged  violator  in  society,  the  place  of  the  victim,  and 
whether  the  conduct  went  outside  of  societal  (not  legal)  norms  are 
far  more  relevant  to  the  enforcement  question.  A  series  of 
examples  from  recent  headlines  illustrate  this  conclusion. 

Foreign  observers  of  Japan  often  wonder  why  Prime  Minister 
Teuiaka  or  Prime  Minister  Nakasone  were  singled  out  for  disgrace  euid 
even  prosecution  (in  Tanaka's  case)  for  conduct  accepted  as 
widespread  in  JapcUiese  politics.  In  contrast,  the  Big  Four 
securities  houses  merely  were  scolded  for  practices  that  shook,  cmd 
continue  to  shake,  the  very  pillars  of  Japan's  financial  system. 

T.H.  Wang  alerted  the  Tokyo  District  Prosecutor  on  two 
occasions  that  Katakura  was  not  only  trading  in  its  own  stock,  but 
also  fraudulently  creating  fictitious  stock  transactions  to 
maintain  its  status  on  Section  I  of  the  Tokyo  Stock  Exchange.'* 
Katakura  blithely  continued  its  illegal  trading  even  after  the 


'*  The  Tokyo  Stock  Exchange  is  divided  into  two  sections .  In 
order  to  remain  on  prestigious  Section  I,  a  stock  must  meet  certain 
(rather  liberal)  trading  and  ownership  distribution  standards. 
Even  given  the  liberality  of  the  standards,  Katakura' s  stock  was 
faced  with  delisting.  A  demotion  to  Section  II  not  only  would  have 
been  a  blow  to  corporate  prestige,  but  also  would  have  impeded 
Katakura' s  ability  to  raise  new  capital  or  attract  new  investors. 
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first  complaint .    The  prosecutor  merely  suspended  prosecution 
twice .  ^ 

As  em  aside  to  the  main  discussion  of  selective  prosecution, 
this  Katakura  litigation  also  provides  an  illustration  of  the 
discriminatory  aspects  of  the  Japanese  legal  system.  T.H.  Wang 
owned  10  percent  of  Katakura' s  outstanding  shares.  This  interest 
gave  him  the  cLbsolute  right  under  Japanese  law  to  inspect 
Katakura 's  books  and  records.  When  Mr.  WeUig  requested  em 
inspection  following  his  discovery  of  Katakura' s  illegal  trading, 
however,  Katakura  refused.  Mr.  Wang  sought  judicial  relief,  but 
the  district  court  and  the  appellate  court  denied  his  petition  to 
exercise  his  ostensible  right  of  inspection.  The  basis  for  the 
court  rulings  was  that  Katakura,  by  admitting  to  the  illegal 
trading,  had  mooted  Mr.  Wang's  inspection  request.  That  logic,  of 
course,  ignores  the  point  that  Katakura  had  given  Mr.  Wamg  ample 
cause,  by  engaging  in  illegal  trading,  to  determine  whether 
Katakura  was  engaging  in  amy  other  illegal  activity  by  inspecting 
the  corporate  accounts. 

Returning  to  the  issue  of  selective  enforcement,  fully  one 
year  before  the  loss  guarantee  scandal  exploded  during  the  Summer 
of  1991,  I  alerted  the  Tokyo  District  Prosecutor  that  Mitsui  Bemk 
(of  which  I  was  a  minor  stockholder)  had  reimbursed  favored 
customers  for  stock  market  losses.  I  also  met  with  First  Secretary 
Sakai  omd  First  Secretary  Terada  of  the  Embassy  of  Japam  in 
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Washington,  D.C.,  to  urge  inquiry  and  enforcement.  No  action  was 
taken  against  Mitsui  Bank  or,  for  that  matter,  against  the  Big  Four 
securities  houses  for  payment  of  similar  loss  guarantees 
aggregating  to  billions  of  dollars  to  preferred  customers  for  their 
stock  market  losses. 

Yet  Mitsuhiro  Kotani,  a  stock  speculator,  was  prosecuted 
vigorously  for  securities  violations  that  appear  to  be  the  rule, 
rather  than  the  exception.  Mr.  Kotani  had  attempted  hostile 
takeovers  of  Kokusai  Kogyo  and  other  companies.  In  the  course  of 
these  transactions,  he  reportedly  supplied  insider  stock  tips  to  an 
aide  to  then  Prime  Minister  Nakasone  and  other  politicians, 
allowing  them  to  profit  handsomely  from  the  purchase  and  resale  of 
stock  appreciating  rapidly  as  a  consequence  of  his  takeover 
attempts.'*  Mr.  Kotsmi  also  obtained  questionable  and  largely 
uncollateralized  loans  from  Saitama  Bank.  Indeed,  Saitama  Bank  had 
entered  into  a  multifaceted  relationship  with  Mr.  Kotani  as  a 
result  of  his  investments  in  Janome  Sewing  Machine.  Saitama  Bank 
was  the  prime  lender  to  Janome;  appeared  to  own  a  substantial 


'*  See  generally.  Nihon  Keizai  Shimbun,  "Amended  Tax  Return  of 
700  Million  Yen"  (Feb.  2X,  1990);  All  Investment,  "Kokusai  Kogyo 
Share  Cornering  Drama  --  Following  Suspicions  Against  Nakasone 
Rumours  of  the  Arrest  of  a  Big- Shot  Also  Appear"  (Feb.  1,  1990) ; 
The  Asahi,  "One  Year  After  the  Recruit  Affair  --  'Profitable 
Shares'  --  The  Same  Basis  Applied"  (Jan.  3,  1990);  The  Asahi, 
"Doiibts  on  Marginal  Profit  on  Kokusai  Kogyo  Share  Trading"  (Jan.  3, 
1990) ;  The  Asahi,  "Signature  on  Contract  Affixed  at  the  Same  Time" 
(Jan.  3,  1990);  The  Asahi,  "Share  Trading  in  the  Name  of  One  Close 
to  Former  Prime  Minister  Nakasone"  (Jan.  1,  1990) ;  The  Asahi, 
"Reaping  of  Profit  Margin  by  Source  Close  to  Mr.  Nakasone"  (Jan.  1, 
1990) . 
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portion  of  Janome  stock;  supplied  Janome  with  former  Saitama  Bank 
officials  as  Janome  officers  and  directors;  and  purchased  (through 
a  company  called  TOA  Finance)  a  block  of  Janome  shares  back  from 
Mr.  Kotani  at  a  premium  price  once  he  threatened  to  interfere  in 
Janome 's  management.  As  a  shareholder  of  Saitama  Bank,  I  sought  to 
encourage  Saitama  Bank  management  to  preserve  bank  assets  --  first 
by  suasion  and  later  by  suit  in  U.S.  court  (which  was  dismissed  on 
jurisdictional  grounds) .''  In  any  event,  Saitama  Bank's 
relationship  with  Mr.  Kotani  ultimately  has  proven  unfortunate: 
Saitama  Bank  could  lose  in  excess  of  $1.0  billion  in  loans  to  Mr. 
Kotani,  and  the  President  of  Saitama  Bank's  post-merger  successor, 
Kyowa  Saitama  Bank,  resigned  in  1991,  reportedly  due  to  the  Kotani 
scandal . '' 


''  I  first  wrote  to  Saitama  Bank's  officers  and  directors, 
questioning  the  wisdom  and  legality  of  Saitama  Bank's  repurchase  of 
Janome  stock.  I  had  calculated  from  news  accounts  and  market 
information  that  Saitama  Bank  probeibly  had  overpaid  for  the  Janome 
stock  by  some  $150  million,  and  probably  also  had  exceeded  the 
limit  of  bank  stock  ownership  (no  more  than  5%  of  a  manufacturing 
company's  outstanding  shares),  even  though  the  purchase  apparently 
had  been  effected  through  a  shell  affiliate,  TOA  Finance.  I 
received  a  wholly  unsatisfactory  reply  from  a  junior  bank  official. 
I  then  filed  a  shareholder's  derivative  suit  in  U.S.  district 
court,  claiming  a  waste  of  bank  assets,  under  a  California  long-arm 
jurisdictional  statute.  The  district  court,  however,  dismissed  my 
suit.  The  lower  court  ruling  was  affirmed  upon  appeal  to  the  Ninth 
Circuit  Court  of  Appeals. 

''  See  aenerallv.  Washington  Post,  sec.  B,  p.  13,  col.  1  (May 
23,  1991)  ("Roundup"  column);  Nihon  Keizai  Shimbun,  "The  Share  Buy 
Back  Synopsis  that  Went  Wrong  --  Jeuiome  Changed  Presidents"  (Feb. 
1,  1991)  ;  Asahi  Shimbiin,  "Jsmome  Incurs  Heavy  Credit  Tick"  (Jan. 
18,  1991);  Nihon  Keizai  Shimbun,  "Kotami's  Financial  Sources 
Surface"  (Dec.  22,  1990);  Nikkei  Sangyo,  "Change  in  Top  Memagement 
of  Janome  Sewing  Machine"  (Nov.  20,  1989);  All  Investment,  "Direct 
Hit  Interview  with  Mr.  Kotani  of  Koshin"  (July  15,  1989)  ;  Zaikai, 
"Jamome  Machine  and  Kokusai  Kogyo  to  Join  Heuids!"  (May  30,  1989). 

53 


205 


In  another  instance,  President  Kawamura  of  Itoman,  a 
financially  troiibled  trading  company  which  has  amassed  debts  of 
some  $4.0  billion  to  Sumitomo  Bank  and  another  $6.0  billion  to 
other  lenders,^'  has  been  denied  bail  in  spite  of  his  age  and  ill 
health.  The  Osaka  prosecutor  even  persuaded  the  court  to  revoke 
bail  only  10  days  following  Kawamura' s  release  on  bail  after 
spending  293  days  in  detention." 

The  common  thread  that  seems  to  run  through  this  seemingly 
inexplicable  schizophrenia  of  prosecutorial  vigor  and  restraint  is 
the  threat  to  the  hierarchical  structure  posed  by  the  offender. 
Prime  Ministers  Tanaka  and  Nakasone  were  each,  in  their  own  way, 
threats  to  the  entrenched  bureaucracy  and  their  counterparts  in 
industry  emd  finance.*"  Itoman' s  President  Kawamura  is  rumored  to 
know  too  much,  while  Mr.  Kotani  was  a  flamboyant,  independent  stock 
speculator.*^ 


"  See,  e.g. .  Zaikai  Tenbo,  "Behind  the  Scenes  of  the  130 
Billion  Yen  Purchase  of  Pebble  Beach,  the  Ultra-Prestigious 
American  Golf  Course"  (Jan.  1991) ;  Nihon  Keizai  Shimbun,  "Itoman 
Acquires  Selling  Rights  of  Membership  Rights  of  Four  Golf  Courses 
at  85  Billion  Yen"  (Nov.  1,  1990) . 

"  Shukan  Shincho,  "Incident  TEMPO  -  Rare  Case  of  'Re- 
Imprisonment'"  (June  4,  1992). 

*°  Enigma,  supra  note  1,  at  136-38,  150-52;  W.  Holstein,  The 
Japanese  Power  Game  71-140  (1990)  . 

*^  Shukan  Shincho,  "Incident  TEMPO  -  Rare  Case  of  'Re- 
Imprisonment'"  (June  4,  1992);  New  York  Times,  "Japan's  New 
Scandal:   The  More  Things  Change,"  sec.  A,  p.  10  (Oct.  2,  1992). 
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In  contrast,  Mitsui  Bank  and  the  Big  Four  brokerages  are 
quintessential  insiders.  The  web  of  interconnections  among  the 
elites,  and  between  regulators  and  regulated,  causes  the 
authorities  to  protect  their  own  against  true  accountability  for 
compliamce  with  positive  law. 


A  Challenge  to  the  System 

In  this  context,  the  filing  of  suit  is  perceived  as  a 
challenge  to  the  existing  order.  Rather  thaui  an  assertion  or 
protection  of  individual  rights,  litigation  is  seen  as  almost 
egotistical  --  a  violation  of  one's  duties  to  superiors  and  to 
societal  harmony.  Indeed,  Japanese  scholars  had  to  invent  a  word 
ikenri)  to  represent  the  concept  of  individual  rights  at  the  heart 
of  the  Western  legal  regimes  that  Japan  imported  in  the  1880s.** 
Bureaucrats,  judges  emd  the  elites  have  am  obligation,  as  well  as 
pragmatic  self-interest,  in  the  protection  of  the  existing  order 
and  their  prerogatives  in  it.*' 

A  foreigner  encounters  particular  obstacles  to  making  an 
effective  legal  challenge.   By  definition,  a  foreigner  is  outside 


"   Enigma,  supra  note  1,  at  202-26;  Overview,  supra  note  2,  at 
518-22,  527-28,  536;  Myth,  supra  note  7,  at  27-28. 

"   Enigma,  supra  note  1,  at  212-20;  Overview,  supra  note  2,  at 
527-28,  536.  
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of  the  societal  pyramid,  or  at  best  at  its  base.  The  adsility  of 
any  individual  to  assert  rights,  however,  depends  not  on  the  rights 
expressed  in  positive  law,  but  rather  on  the  individual's  position 
in  society  according  to  societal  norms .  Societal  norms  thus  confer 
no  place  or  position  from  which  a  foreigner  can  mount  a  challenge. 
In  a  society  that  accords  rights  and  privileges  by  reference  to  an 
individual's  place  in  society,  individuals  outside  of  the  society 
have  no  rights. 


S6 
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PART  FOUR 
Meaning  for  Americans  Doing  Business  in  Japan 

At  bottom,  this  analysis  suggests  that  Americans  investing  or 
doing  business  in  Japan  cannot  rely  upon  the  Japanese  legal  system 
to  provide  timely  and  effective  remedies  in  the  assertion  or  the 
protection  of  their  legal  rights.  There  are,  to  be  sure, 
exceptions,  such  as  Texas  Instruments'  (belated)  success  in 
enforcing  its  semiconductor  patent  (with  considerable  political 
overtones  on  TI's  side) .  Nevertheless,  reliance  upon  positive  law 
in  Japan  is  misplaced.  It  is  the  overlay  of  societal  norms  that 
shapes  interpretation  and  enforcement  of  law,  and  outsiders  enjoy 
little  or  no  status  under  those  norms. 

One  alternative  is  to  deal  with  Japanese  customers  and 
counterparts  as  they  deal  with  one  another.  Some  have  been 
successful  at  that  tack,  but  only  rarely.  An  American  businessman 
pursuing  such  a  strategy  suffers  from  the  same  handicap  as  one 
see)cing  to  enforce  rights  in  litigation.  As  an  outsider  in  an 
insider's  society,  the  American  businessman  cannot  hope  to  compete 
on  even  terms . 

The  other  approach  is  for  the  U.S.  government  to  level  the 
playing  field  by  encouraging  further  openness  and  accountsUDility  in 
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Japan.  Through  such  negotiations  as  the  Structural  Impediments 
Initiative  (SII)  Talks  or  the  Yen-Dollar  Talks,  the  U.S.  and 
Japanese  governments  have  considered  these  kinds  of  structural 
differences  that  impede  or  distort  bilateral  trade  and  investment 
flows.  Among  the  issues  raised  by  U.S.  negotiators  has  been 
selective  or  non-enforcement  of  Japsin's  Anti-Monopoly  Law,  which 
the  United  States  believes  may  permit  cartelization  of  the  Japsmese 
economy  to  the  exclusion  of  American  competitors. 

Perhaps  the  U.S.  government  should  take  one  step  back  to  view 
lax  enforcement  of  the  Anti -Monopoly  Law  as  merely  one  symptom  of 
a  broader  malady  infecting  the  Japanese  economy.  The  inadequacies 
of  Japan's  legal  system,  as  when  Admiral  Perry's  ships  first  opened 
'i  Japan  to  the  West,  may  constitute  a  structural  impediment  to 
f  Japam's  participation  in  the  international  economy.  Like  the 
Western  powers  of  the  1880s,  perhaps  the  United  States  should 
insist  again  upon  legal  reform  as  a  precondition  for  Japan's 
enjoyment  of  the  full  rights  euid  privileges  of  the  open 
international  economic  system. 


58 


210 


White  Paper  III 


Japan's  Banking  Crisis: 


The  Rise  and  Fall  of  Japanese  Banks 


211 


WHITE  PAPER  III 

Japan's  Banking  Crisis: 
The  Rise  and  Fall  o£  Japanese  Banks 


I .   IMTRODnCTZON 

One  or  more  of  the  world's  largest  private  finsuicial 
institutions  could  £ail  during  the  next  two  years. 

This  statement  is  not  hyperbole.  Rather,  it  is  a  sober  and 
sobering  prediction  based  upon  oui  hardheaded  assessment  of  emerging 
trends  auid  an  insider's  perspective  on  Japanese  finamce. 

The  phenomenal  rise  of  Japanese  bcuiks  is  unprecedented  in  the 
annals  of  finance.  In  just  one  decade,  Japsmese  banks  vaulted  to 
global  pre-eminence.  They  achieved  that  feat  by  riding  the  waves 
of  eui  historically  high  savings  rate,  persistent  trade  surpluses, 
a  strong  currency  and  --  disastrously  --  the  "Twin  Bvibbles"  of 
hyperinflating  real  estate  and  stock  asset  markets. 

The  fall  of  Japamese  banks  will  be  even  more  spectacular.  The 
deflation  of  the  stock  and  real  estate  bubbles  is  causing  mounting 
bad  debts  and  threatens  bank  capital  impairment .  More 
significantly,  Japan's  financial  collapse  has  exposed  fundamental 
flaws  in  the  Japamese  baulking  system:    lax  supervision  by 
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regulatory  authorities,  over-reliance  on  phantom  capital,  and  poor 
asset  and  risk  memagement . 

American  observers  will  consider  this  tale  a  sad,  familiar 
story  in  the  wake  of  our  own  savings  and  loan  debacle .  But  it 
would  be  a  mistake  to  view  Japan's  banking  crisis  as  "their  turn." 
The  global  prominence  of  Japanese  beuiks  guarantees  that  a  banking 
calamity  in  Japeui  will  have  (as  it  already  is  having)  an  impact  on 
U.S.  euid  global  financial  markets.  The  only  questions  are  when, 
how,  and  in  what  magnitude. 

Before  turning  to  this  topic,  I  should  place  this  White  Paper 
III  in  context.  In  1991,  I  published  my  first  White  Paper  on 
Japan's  finemcial  crisis.  It  was  intended  to  focus  attention  and 
debate  on  what  I  considered  the  structural  corruption  of  Japoui's 
financial  markets,  which  in  turn  made  possible  the  dangerous  stock 
and  real  estate  bubbles. 

I  am  publishing  simultaneously  a  second  White  Paper  on  Japan's 
judicial  system.  This  White  Paper  II  details  the  discriminatory 
treatment  suffered  by  me  smd  my  father  as  investors  in  Japanese 
securities  as  a  vehicle  to  demonstrate  the  inability  of  foreigners 
to  secure  adequate  remedies  in  Japan. 

This  third  White  Paper  completes  the  trilogy  by  seeking  to 
focus  attention  on  Japan's  teetering  banks.   I  only  hope  that,  if 
the  catastrophic  events  foreshadowed  in  this  White  Paper  ensue,  our 
policymakers  will  be  better  prepared  than  for  our  own  financial 
debacle  as  a  consequence  of  this  White  Paper  III. 
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ZI.   SPRINOBOAKD  FOR  THE  RISE:   1950-85 

The  Japamese  banking  system  was  bom  a  creature  of  Japeui's 
elite  bureaucracy  designed  to  fund  the  postwar  industrial  revival.^ 

Tightly  supervised  by  the  Bank  of  Japcui  (Japaui's  central  bank, 
equivalent  to  the  United  States'  Federal  Reserve)  and  the  Ministry 
of  Finamce  (MOF)  ,  Japsinese  banks  grew  slowly,  nurtured  by  regulated 
markets  amd  protected  by  barriers  to  internal  emd  international 
con^jetition.  Capital  outflows  were  restricted,  and  foreign 
exchouige  controls  remained  even  following  restoration  of  the 
convertibility  of  the  yen  in  the  early  1960s.  Rates  paid  by  banks 
on  deposits  were  controlled,  and  at  low  levels  by  international 
stamdards,  into  the  1980s.  Lending  rates  also  were  regulated 
through  an  informal  government  regulation  knovm  as  "administrative 
guidance"   or   "window  guidance."    In  this  subtle  form  of 


^  For  discussions  of  the  history  of  the  Japauiese  baulking 
system,  see  generally  The  Economist,  "A  Survey  of  the  Japauiese 
Economy"  (March  6,  1993)  (special  segment)  [hereinafter  Economist 
1993  Survey]  ;  S.B.  Kim,  "The  Use  of  Equity  Positions  by  Bamks:  The 
Japauiese  Evidence,"  Federal  Reserve  Bauik  of  San  Francisco  Economic 
Review  41,  44-45  (Fall  1991);  F.  Rosenbluth,  "The  Political  Economy 
of  Finauicial  Reform  in  Japan:  The  Banking  Act  of  1982,"  6  UCLA 
Pacific  Basin  Law  Journal  62  (Fall  1989)  [hereinafter  Rosenbluth] ; 
Japam  Economic  Institute,  "The  Global  Money  Centers:  Competition 
auid  Cooperation"  p.  1-5  (;^r.  7,  1989)  ;  Far  Eastern  Economic 
Review,  "Japam  Bailing  amd  Finance:  The  Almighty  Yen"  p.  54-55 
(;^r.  9,  1987)  [hereinafter  FEER  1987  Survey]  ;  The  Economist,  "A 
Survey  of  Japauiese  Finamce  and  Baulking"  (Dec.  8,  1984)  (special 
segment)  [hereinafter  Economdst  1984  Sxirvey] . 


214 


supervision,  the  Bank  of  Japan  would  guide  commercial  banks  on  what 
rates  they  should  charge  their  corporate  customers. 

The  banking  system  was  segmented  by  economic  fxinction,  thereby 
restricting  domestic  competition  as  well.  Commercial  or  "city" 
beuiks  provided  operating  capital,  while  long-term  lending  and 
investment  capital  was  made  available  through  long-term  credit 
banks  (LTCBs) .  Trust  bemks  were  grjmted,  along  with  one  commercial 
bank  and  life  insurers,  the  exclusive  right  to  manage  pension 
funds.  The  Bank  of  Tokyo,  founded  in  1946,  received  the  originally 
exclusive  right  to  conduct  foreign  exchange  business  and  own 
foreign  branches.  At  the  regional  euid  local  level,  there  developed 
cadres  of  regional  bemks;  mutual  savings  associations  known  as 
"Bogo";  credit  unions  or  'Bhinkin';  and  agricultural  cooperatives, 
which  in  federation  is  known  as  "NorinchuJcin. "  Finally,  the 
government  esteiblished  a  postal  savings  system  which  emerged  in  the 
1980s  as  the  largest  depository  institution  in  the  world. 

Japcuiese  banks  were  so  coordinated  that  their  share  prices 

often  traded  at  the  same  level.   For  example,  shares  of  Sumitomo 

Bank,  Mitsubishi  Bank,  Semwa  Bank,  and  Fuji  Bank  traded  at  eui 

identical   price   for   years   until   margin  requirements   were 
liberalized  at  the  beginning  of  the  19808. 

Each  betnking  segment  was  designed  to  fulfill  a  particular 
economic  function.   City  banks  and  LTCBs  emerged  frequently  as 
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"main  bamks"  for  industrial  corporations,  especially  within  a 
corporate  grouping  (Iceiretsu)  of  which  the  bank  was  a  member. 
Mitsui  Bank,  for  exan^jle,  served  as  the  main  bank  for  the  Mitsui 
keiretsu. 

The  main  bank  relationship  extended  beyond,  serving  as  a 
corporation's  primary  lender.  It  also  subsumed  a  responsibility  to 
monitor  the  corporation's  financial  health  on  behalf  of  other 
lenders,  and  to  assist  the  corporation  through  financial 
dislocations.  The  BcUik  of  Japan  fostered  an  "overloaui"  system  by 
which  banks  exceeded  their  lending  capacity  to  fund  manufacturers. 
The  Bank  of  Japam  served  in  those  instamces  more  as  a  lender  of 
last  resort  than  as  a  regulator.'  A  main  bank  ultimately  would  be 
expected  to  bail  its  patron  out  of  financial  difficulty,  stave  off 
bankruptcy  or  contain  liquidation  so  that  other  creditors  would  not 
be  harmed  too  severely.  In  that  regard,  it  should  be  noted  that 
the  Bank  of  Japsm  has  permitted  no  bamk  --  not  one  --to  fail  since 
World  War  II. 

This  system  functioned  effectively  as  the  f inemcial  engine  of 
Japemese  postwar  economic  growth  and  industrial  development. 
ConsideraQale  controversy  has  swirled  aroxind  whether  Japanese 
corporations  have  enjoyed  a  cost  of  capital  adveuitage  over  their 
American  counterparts.   Nevertheless,  it  seems  clear  that  Japan's 


'  See  generally.  Karel  van  Wolferin,  The  Enigma  of  Japanese 
Power  44-45,  121-26  (1990)  [hereinafter  Enigma] . 
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ample  savings  rate  supplied  surplus  capital  to  borrowers. 
Moreover,  interest  rates  were  lower  in  Japan  until  the  late  1980s, 
and  corporations  within  corporate  groups  received  funding 
advantages  over  both  foreign  and  outside  Japanese  competitors.'' 

Impetus  for  liberalization  of  this  highly  structured  scheme 
emerged  in  the  1970s.  Capital  outflow  restrictions  were  eased  in 
1970,  only  to  be  reinstituted  temporarily  during  the  Arab  Oil 
Embargo  of  1973.  The  recession  induced  by  soaring  oil  prices 
caused  the  Japanese  government  to  embark  upon  a  policy  of  deficit 
fiscal  stimulus.  But  the  weakness  of  the  domestic  short-term 
capital  market  impaired  the  government's  ability  to  finance  deficit 
spending  in  the  bond  markets,  prompting  liberalization  of  banking 
activities  to  assist  in  public  debt  financing. 

Most  observers,  however,  agree  that  the  rapidly  declining 
dependence  of  Japanese  corporations  upon  Japanese  banks  for 
financing  was  the  critical  motivation  behind  movement  toward 
deregulation.*  One  scholar  even  concludes  that  " [f ] inancial 
deregulation  occurs  in  Japein  when  regulations  no  longer  suit  the 
needs  of  the  financial  institutions  that  benefitted  from  them  in 


'  Economist  1993  Survey,  supra  note  1,  at  11-12,  15. 

*  Economist  1993  Survey,  supra  note  1,  at  6;  PEER  1987  Survey, 
supra  note  1,  at  54;  Economist  1984  Survey,  supra  note  1,  at  9. 
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the  first  place."*    In  this  instamce,   the  bcuiks  needed  a 
deregulated  environment  within  which  to  seek  replacement  customers. 

Over  roughly  one  decade,  Japanese  corporations  jilted  their 
banking  patrons  amd  embarked  aggressively  into  direct  and  offshore 
financing.  During  the  period  1970-74,  84  percent  of  all  Japcuiese 
corporate  finamce  was  derived  from  bank  borrowings.  This  share 
fell  to  60  percent  during  the  first  few  years  of  the  1980s.  By 
1984,  only  44  percent  of  corporate  finsmce  came  from  bauiks.' 
Japcuiese  corporations  plunged  into  offshore,  especially  Europeeui, 
markets  during  the  latter  half  of  the  1970s:  "Japjmese  corporate 
access  to  the  competitive  Euromarket  is  probaQDly  the  single  most 
important  stimulus  toward  financial  deregulation  in  Japan."'  By 
the  mid-1980s,  the  combination  of  a  boom  stock  market  and 
traditionally  low  Japeuiese  dividend  rates  rendered  new  equity  and 
equity-related  issues  almost  cost-free  to  Japamese  corporations. 

The  loss  of  core  customers  provoked  Japanese  banks  into 
strategies  containing  ultimately  the  seeds  of  their  own 
destruction.  First,  they  vigorously  pursued  deregulation  without 
responsibility.  Indeed,  deregulation  in  Japam  has  been  incremental 
euid  thus  slower,  but  in  many  respects  more  comprehensive  amd 
enduring,  than  in  the  United  States.  The  elements  of  Japanese  bauik 


*  Rosenbluth,  suora  note  1,  at  102. 

'  PEER  1987  Survey,  supra  note  1,  at  54. 

""  Rosenbluth,  suora  note  1,  at  102. 
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deregulation  have  included,  as  they  emerged  through  the  1980s  euid 
into  the  1990s: 

o  deregulation  of  deposit  rates  and  lending  rates; 

o  permission  to  create  new  financial  instruments  and  to  engage 
in  new  activities,  reinging  from  the  right  to  sell  government 
bonds  (1980) ,  to  creation  of  a  commercial  paper  market  (1987) , 
and  to  permission  to  securitize  loeui  packages  (1993)  ,- 

o  permission  to  enter  new  industry  segments,  including  the 
substantial  elimination  of  Article  65  of  the  Securities  euid 
Exchange  Law,  Japsin's  equivalent  to  the  United  States'  Glass- 
Steagall  Act  prohibiting  banks  from  conducting  both  commercial 
and  investment  banking. 

With  deregulation,  however,  Japanese  bamks  also  sought  to 
throw  off  the  regulatory  yoke.  During  consideration  of  a  MOF 
reform  proposal  in  1980,  the  banking  industry  successfully  fought 
new  regulatory  approaches  for  a  deregulated  industry,  such  as 
disclosure  requirements  or  lending  standards:  "Disclosure,  lending 
considerations,  eUid  beuik  management  should  be  matters  of  each 
bank's  judgment,  the  banks  argued."*  In  contrast  to  the  Western 
image  of  a  banking  industry  supplicant  to  ein  all-powerful 
bureaucracy,  the  industry  defeated  in  the  Japanese  Diet  what  in 

'  li^  at  94. 


219 


retrospect  seems  a  prescient  attempt  by  MOF  to  adjust  the 
regulatory  regime  to  meet  the  circumsteuices  of  deregulation: 

Expamded  MOF  powers  were  not  welcome;  financial  soundness 
should  be  based  on  banks'  self-responsibility.  Nor  were  more 
disclosure  rules  needed;  banks  should  be  free  to  present  their 
books  to  investors  smd  depositors  as  each  bank  sees  fit.' 

In  the  course  of  this  battle,  the  city  banks  reportedly  increased 
their  standard  contributions  to  the  Liberal  Democratic  Party  (LDP) 
of  Y65  million  to  Y75  million  each  annually  by  em  aggregate  Y500 
million." 

The  second  strategy  pursued  by  MOF  euid  the  beuiking  industry 
was  globalization.  Japanese  beuiks  literally  exploded  onto 
international  financial  markets,  both  geographic  and  functional. 
Their  previously  protected  environments,  however,  had  not  prepared 
them  for  the  rigors  of  con^jetition  in  new  markets,  especially  in 
light  of  the  magnitude  eUid  speed  of  their  entry. 

Third,  MOF  amd  the  Japsmese  beuiks  laid  a  bitter  seed  by 
pursuing  the  failed  strategy  of  consolidation.   By  failing  to 


*  Id.  at  93  {footnote  omitted) . 
"  liL.  at  97  (footnote  omitted) . 
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consolidate,  as  Intended,  ^^  smaller  and  regional  financial 
institutions  during  the  boom  years,  the  industry  and  regulatory 
authorities  left  themselves  a  much  harder  task  now  that  the  bust 
has  arrived. 


^^  Bankers  Monthly,  "Those  Fabulous  Japanese  Banks"  30-35  (Jam. 
1966)  . 
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HI.   THB  RAPID  RISE  OF  JAPAHESB  BAKKSi   1965-89 

Threats  to  the  power  and  prestige  of  Japauiese  banks  would  have 
been  dismissed  as  foolish  in  the  1980s.  In  the  course  of  that 
decade,  Japanese  bamks  achieved  reniarka±>le  prominence  at 
unprecedented  speed. 

As  noted,  the  springboard  for  this  explosion  was  deregulation. 
An  increasingly  liberalized  regulatory  regime  allowed  Japeuiese 
banks  to  eiqpand  overseas  euid  enter  new  markets  at  home. 

But  a  number  of  other  elements  contributed  importantly  to  this 
explosive  growth.  At  the  fundamental  level,  Japan's  continued  high 
savings  rate,  combined  with  a  widening  trade  surplus  at  the  start 
of  the  decade,  provided  Japeuiese  beuiks  with  eui  ample  capital  pool 
upon  which  to  build  growth  strategies."  These  funds  continued  to 
be  relatively  inexpensive,  at  least  through  the  first  half  of  the 
decade.  Japauiese  deposit  rates  were  regulated  in  stages  by  size 
and  category  of  deposit  through  the  1980s."  By  1989,  nearly  60 
percent  of  Japanese  city  bauiks'  deposits  carried  high  deregulated 
rates,  but  smaller  beUiks  still  held  the  bulk  of  their  deposits 
smaller,  lower  cost,  regulated  rate  categories." 


"  See  Economist  1993  Survey,  suora  note  1,  at  11-12. 

"  PEER  1987  Survey,  supra  note  1,  at  53. 

"  Japan  Economic  Institute  Report,  No.  26B,  p.  7  (July  6, 
1990) . 
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The  watershed  event  in  the  explosion  of  Japanese  banks, 
however,  was  the  1985  Plaza  Accord  on  exchange  rates. ^'  The  Plaza 
Accord  resulted  in  the  appreciation  of  the  yen  against  other 
currencies,  especially  the  dollar,  to  lower  Japan's  mammoth  trade 
surpluses.  It  had  several  unintended  consequences  for  Japan  and 
Japanese  banks . 

In  several  ways,  the  revaluation  of  the  yen  fueled  the  growth 
of  Japanese  banks.  At  the  simplest  level,  it  immediately  and 
automatically  caused  a  revaluation  of  Japanese  banks  yen- 
denominated  capital  and  assets  vis-a-vis  foreign  currencies.  The 
strength  of  the  yen  permitted  the  banks  to  enter  foreign  geographic 
and  financial  markets  more  aggressively. 

The  Japanese  government's  response  to  the  yen's  revaluation 
also  perversely  benefitted  bank  growth.  In  order  to  ameliorate  the 
negative  impact  on  trade  of  currency  appreciation  --  known  as  the 
endaku  shock  --  the  central  bemk  pursued  an  highly  liberal  monetary 
policy.  The  official  discount  rate  stood  at  2.5  percent,  the 
lowest  level  since  the  war,  from  early  1987  into  mid-1989.'' 
Sustained  liberal  credit  policies  encouraged  bank  lending  and  thus 
asset  growth. 


15 


PEER  1987  Survey,  supra  note  1,  at  47. 


"  Tokyo  Business  Today,  "Japanese  Economy:   Returning  to 
Normalcy,"  pp.  28,  31-32  (Feb.  1992). 
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Moreover,  liberal  credit  policies  stimulated  an  explosion  in 
Japan's  stock  and  real  estate  markets.  The  overinf lation  of  those 
markets  --  known  as  the  "Twin  Bubbles,"  which  now  have  burst  --  had 
two  ramifications  favoring  bank  growth. 

First,  the  stock  market  bubble  allowed  banks  to  raise  new 
capital  with  ease  and  at  low  cost  because  of  traditionally  low 
Japanese  dividend  rates.  At  the  end  of  the  1980s,  the  five  largest 
city  banks  raised  some  $21  billion  in  new  equity  and  equity-related 
capital.  By  exceeding  regulatory  capital  requirements,  the  city 
banks  were  able  to  increase  lending  substantially.  Sumitomo  Bank, 
for  example,  would  raise  in  aggregate  $6.6  billion  in  new  capital 
by  March  1990.  This  increment  would  allow  Sumitomo  Bank  to 
increase  assets  (that  is,  lending)  by  a  whopping  40  percent  over 
the  following  year.  The  other  four  city  banks  in  question  (Dai- 
Ichi  Kangyo  Bank,  Fuji  Bank,  Mitsubishi  Bank  and  Sanwa  Bank)  all 
had  pursued  similar  capital  and  asset  growth  strategies  made 
possible  by  the  booming  securities  markets.^'' 

Japanese  banks  also  were  able  to  increase  capital  by  virtue  of 
gains  on  their  stock  portfolios  created  by  the  hyperinflating  stock 
market.  A  1989  study  by  Merrill  Lynch  Capital  Markets,  for 
instance,  calculated  that  Japanese  banks  held  some  $300  million  in 


"  The  Economist,  "Turning  the  teJales,"  p.  76  (Feb.  10,  1993). 
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"hidden"  or  "latent"  assets.^'  The  actual  amount  was 
unquestionably  much  more.''  Japanese  accounting  rules  permit  banks 
to  carry  portfolio  stock  at  cost.  As  the  stock  market  soared,  so 
did  the  unrecognized  value  of  bank  portfolio  stocks.  At  the  behest 
of  the  Japanese  government,  international  capital  guidelines  set 
under  the  auspices  of  the  Bank  for  International  Settlements  (BIS 
standards)  allow  45  percent  of  these  unrealized  capital  gains  on 
portfolio  stock  values  to  be  counted  as  Tier  II  bank  capital.  The 
stock  market  surge  thus  caused  an  automatic  increase  in  Japanese 
bank  capital,  which  in  turn  could  fuel  greater  asset  (loan)  growth. 

Finally,  inflating  asset  markets  for  stocks,  land  and  other 
assets  gave  Japanese  banks  a  ready  new  market  in  which  to  place 
this  added  lending  power.  Japanese  corporations,  as  noted  above, 
substantially  cQ^andoned  their  traditional  bank  lenders  for  overseas 
markets  and  direct  equity  and  equity- related  financing  during  the 
1980s.  Banks  were  forced  to  find  new  customers,  prompting  them  to 
penetrate  overseas  markets,  expand  consumer  lending  and,  most 
significantly,  engage  in  speculative  lending  into  those  very  same 
hyperinflating  asset  markets. 

Their  remarkable  growth  thrust  Japeuiese  banks  into  the 
forefront  of  global  fineuicial  markets.  Table  1  displays  the  top  10 


"  American  Banker,  "Merrill  Finds  $300  Million  'Hidden'  at 
Japan's  Bauiks,"  p.  3  (Sept.  29,  1989). 

"  Compare  Barron's,  "Make-Believe  and  Japan's  Beuiks, "  p.  15 
(Apr.  22,  1991) . 
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batnks  ranked  by  deposits  in  1981  and  1989.  Only  one  Japanese  city 
bank  (Dai-Ichi  Kangyo)  appears  in  tenth  place  on  the  1981  ranking. 
By  1992,  and  even  after  some  loss  of  station,  Japanese  banks 
occupied  eight  of  the  top  10  (including  the  top  six)  spots. 

Te±ile  2  shows  the  commensurate  growth  in  Japanese  bank 
international  lending.  From  26  percent  of  international  bank 
assets  in  1985,  Japanese  lenders  grew  to  account  for  36  percent  by 
1989.  Japanese  banks  moderated  international  lending  slightly  to 
account  for  33  percent  by  mid-1991  as  the  domestic  financial 
collapse  began  to  be  felt.  During  the  latter  half  of  the  1980s, 
Japanese  bank  lending  was  the  engine  of  growth  of  international 
lending.  In  1988,  Japanese  banks  accounted  for  "as  much  as  92%  of 
the  growth  in  international  business."^" 

In  a  breathtakingly  brief  span  of  time,  Japanese  banks  and 
Japan  had  become  a  keystone  of  international  financial  markets.  By 
1985,  Japan  had  supplanted  the  United  States  as  the  world's  largest 
creditor  nation,  and  then  continued  to  expand  its  capital  outflows 
at  an  even  greater  pace. 


'°  Bank  for  International  Settlements,  Monetary  and  Economic 
Department,  International  Banking  and  Financial  Market  Development 
18  (Nov.  1991) . 
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IV.   SEEDS  TAKE  ROOT:   FROM  EXCELLENCE  TO  EXCESS,  1985-89 

It  is  ironic  that  the  seeds  of  their  own  destruction,  sovm  by 
the  banks  before  their  explosive  growth,  would  take  root  just  as 
Japanese  banks  reached  the  full  flower  of  their  global  pre- 
eminence .  But  Japeinese  banks  were  overtaken  rapidly  by  poor 
profitability;  poor  asset,  credit  and  risk  management  practices; 
inadequate  reserves  and  over-reliance  on  phantom  capital;  and 
ultimately  poor  management  ill -prepared  for  the  discretion  allowed 
by  deregulation.  Their  success  rested  more  on  brute  financial 
strength  derived  from  years  of  high  domestic  savings  and  trade 
surpluses,  and  on  the  vestiges  of  bureaucratic  nurturing.  The 
Japanese  banks'  global  attainments  were  achieved  almost  in  spite  of 
the  same  banks'  infirmities. 

Some  observers  blame  deregulation  as  the  source  of  the  banks' 
current  troubles.  The  deregulation  of  interest  rates  paid  on 
deposits  certainly  did  raise  Japcuiese  banks'  cost  of  funds,  and 
interest  spreads  were  squeezed  accordingly.^'  Teibles  3  and  4 
suggest  that  large  commercial  beuiks  in  Japan  enjoy  lower 
profitability  and  narrower  interest  rate  margins  than  their 
counterparts  in  either  the  United  States  and  Germany,  although  the 
data  are  not  fully  comparable  due  to  differences  in  accounting 


^'  Americein  Banker,  "Japanese  Banks  Alter  U.S.  Plans,"  p.  2A 
(July  27,  1990)  (special  report);  Fortune,  "Tough  Times  for  Japan's 
Banks,"  p.  67  (July  16,  1990);  Japan  Economic  Institute,  No.  26B, 
pp.  5,  7  (July  6,  1990) . 
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practices.  Deregulation  also  liberated  the  banks  to  enter  riskier 
overseas  and  domestic  markets. 

Deregulation,  however,  answers  only  some  of  the  questions 
about  the  emerging  weaknesses  of  Japanese  banks.  In  fact,  blaming 
deregulation  tends  to  absolve  Japanese  banks  of  their  culpability 
for  poor,  and  at  times  foolhardy,  decisionmaking: 

Japan's  banks  may  be  the  world's  largest  in  terms  of  assets, 
but  their  commercial  prowess  does  not  match  their  size. 
Profoundly  conservative  hierarchical  institutions  locked  into 
rigid  business  relationships,  the  banks  smacked  of  a  former, 
more  authoritarian  era. . . .This  culture  made  the  banks 
particularly  ill  suited  to  cope  with  the  wrenching  change 
posed  by  deregulation  of  interest  rates.  The  result  has  been 
predictably  disastrous.^' 

Japanese  banks  simply  were  unready  for  the  risk  and  asset 
management  judgments  necessitated  by  deregulation. 

Japanese  banks'  approach  to  profitability  illustrates  their 
failure  to  adjust  to  deregulation.  Table  3  contains  a  rough 
comparison  of  large  commercial  bank  profitability  in  the  United 
States,  Japan  and  Germany.  Although  the  data  are  not  strictly 
comparable  due  to  accounting  differences,  Table  3  does  indicate 


"  C.  Wood,  The  Bubble  Economy  21  (1992)  [hereinafter  Bubble] 
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distinctly  lower  returns  on  assets  (ROA)  in  Japan  than  in  either 
the  United  States  or  Germany.  In  certain  years  during  the  1980s, 
Japanese  banks'  ROAs  were  less  than  one-half  than  those  of  their 
American  and  German  counterparts . 

Table  4  suggests  that  a  significant  reason  for  lower  Japanese 
bank  profitability  was  narrower  interest  spreads.  Net  interest 
margins  (expressed  as  a  percent  of  total  assets)  of  Japanese  banks 
were  as  little  as  one-third  those  of  American  or  German  banks 
during  the  1980s. 

The  question  then  becomes  whether  lower  profits  aind  interest 
spreads  are  attributable  to  deregulation  of  deposit  rates  and  a 
consequent  increase  in  cost  of  funds .  Some  evidence  does  support 
this  argument.  As  shown  in  Tcible  4,  for  example,  net  interest 
margins  dropped  sharply  in  1989  aind  1990  from  prior  year  levels, 
suggesting  that  the  impact  of  incrementally  deregulated  deposit 
rates  on  cost  of  funds  was  beginning  to  be  felt . 

But  rising  deposit  rates  contain  only  part,  and  perhaps  a 
small  part,  of  the  answer.  As  will  be  shown,  the  decline  in  net 
interest  margins  in  1989  smd  1990  equally  could  have  been  caused  by 
mounting  non-performing  loans  cuid  loeui  restructurings  at  lower 
interest  rates.  In  addition.  Table  3  indicates  that  Japanese  bank 
profitability  stood  at  levels  lower  than  American  or  German  bank 
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profits  in  the  early  years  of  the  decade,  before  deregulated 
deposit  rates  "kicked  in"  in  the  mid-1980s. 

Perhaps  more  important  for  present  purposes  is  evidence  that 
low  Japanese  bank  profitability  was  the  consequence  of  conscious 
asset  management  strategies  by  the  banks  themselves.  According  to 
the  president  of  Japan's  only  independent  credit  agency: 

[w]hen  this  [Japan's  banking  sector]  was  a  closed  system  banks 
could  just  consider  size  and  not  worry  about  profitability. 
But  the  system  is  opened  now,  and  the  banks  are  going  to  have 
to  pay  for  having  been  slow  to  realize  the  effects  of  that 
fact." 

Japanese  banks  also  reportedly  pursued  new  overseas  customers  by 
offering  low  interest  rates: 

Like  most  Japanese  companies  expanding  overseas,  banks 
had  been  pushing  for  market  share  at  the  expense  of 
profits. . . .it  worked  for  a  few  years  for  Japanese  banks,  which 
attracted  new  customers  by  lending  money  at  low  interest. 


"  New  York  Times,  "Losses  Force  Japan's  Banks  to  Halt 
Expemsion  Overseas,"  sec.  A,  p.  1,  col.  1  (June  2,  1992)  (quoting 
Akio  Mikujii,  President,  Mikuni  &  Company) . 
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Competitors  gorumbled  that  the  banks  were  making  so-called 
hara-kiri  locins,  but  borrowers  understandably  loved  them.^* 

Japanese  banks  poor  profitability  through  their  period  of 
remarkable  growth  thus  was  not  only  the  product  of  increased  cost 
of  funds  resulting  from  deregulation.^^  It  also  was  the  result  of 
deliberate  market  penetration  strategies  --a  deliberate  refusal  to 
raise  interest  rates  in  the  face  of  rising  costs. 

Japcinese  banks  were  able  to  mask  narrow  margins  and  even 
losses  by  resort  to  the  seemingly  inexhaustible  resource  of  the 
stock  market.  Two  artifices  were  used  to  generate  phantom  profits. 

First,  the  banks  raised  capital  on  the  boom  stock  markets  of 
the  late  1980s.  These  funds  reportedly  were  placed  in  investment 
funds  to  purchase  stock  or  in  other  speculative  activities.  The 
new  equity  infusions  were  not  used  to  strengthen  the  banks'  balance 
sheets  when  there  was  still  time,  and  allowed  "bank  managers  to 
avoid  much-needed  changes  in  strategy  smd  organizational 
structure. "" 


"  Fortune,  "Tough  Times  for  Japan's  Banks,"  p.  67  (July  16, 
1992)  . 

'^  American  Beuiker,  "Japamese  Banks  Alter  U.S.  Plems,"  p.  2A 
(July  27,  1990)  (special  report);  Fortune,  "Tough  Times  for  Japan's 
Banks,"  p.  67  (July  16,  1990);  Japan  Economic  Institute,  No.  26B, 
pp.  5,  7  (July  6,  1990)  ;  The  Banker,  "From  strength  to  awesome 
strength,"  p.  56  (Jan.  1988). 

"  Barron's,  "The  Hidden  Crisis,"  p.  15  (Jan.  6,  1992). 
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Second,  and  more  prevalent,  was  the  practice  of  taking  paper 
profits  on  portfolio  stocks.  As  noted,  Japanese  banks  maintained 
enormous  pools  of  hidden  assets  --  unrealized  capital  gains  on 
stocks  held  at  original  cost  on  the  banks'  books.  These  unrealized 
gains  could  be  used  not  only  to  meet  BIS  capital  standards. 
Japanese  banks  also  could  sell  the  stocks  and  utilize  the  capital 
gains  to  cover  operating  losses  and/or  to  show  solid  profits.  In 
the  fiscal  years  ending  March  1989  and  March  1990,  50  percent  of 
Japanese  commercial  banks'  pre-tax  profits  reportedly  were 
generated  by  capital  gains  from  "sale"  of  portfolio  stocks.^' 

Prof it -taking  on  portfolio  stocks  failed  to  strengthen  bank 
balance  sheets,  however,  because  they  remained  largely  paper 
profits.  To  fulfill  stable  shareholding  cuid  cross -shareholding 
obligations,  and  to  avoid  precipitating  stock  market  declines, 
Japanese  banks  utilized  a  portion  of  the  proceeds  to  repurchase 
securities  at  hyperinf lated  prices .  The  remainder  was  taken 
largely  by  the  tax  authorities,  given  that  the  stock  sales  caused 
taxable  recognition  of  capital  gains  on  the  banks'  books. ^' 

But  emphasis  on  asset  size  over  profits  was  not  the  sole 
infirmity  of  Japanese  bamks  exposed  during  the  late  1980s.   Their 


^^  Barron's,  "Make-Believe  euid  Japem's  Banks,"  p.  15  (T^r.  22, 
1991) . 

"  Barron's,  "Hidden  Crisis,"  p.  15  (Jan.  6,  1992);  Barron's, 
"Make-Believe  amd  Japan's  Banks,"  p.  15  (^r.  22,  1991);  Asian 
Finance,  "Bamk  profits  eUid  capital  ratios  take  hard  knocks,"  p.  37 
(Aug.  15,  1990) . 
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asset  management  was  revealed  to  be  woefully  weak,   if  not 
criminally  flawed. 

As  noted,  Japanese  banks  were  forced  to  replace  their 
traditional  customers  --  Japanese  corporations  --  as  the  latter 
shifted  to  direct  finance.  Most  commercial  banks  began  to 
emphasize  consumer  lending  as  never  before.^'  Overseas  markets 
were  penetrated  aggressively.  Japanese  banks  accounted  for  nearly 
40  percent  of  international  lending,"  and  16  percent  of  new 
commercial  lending  in  the  United  States,  by  the  close  of  the 
decade .  '^ 

In  addition  to  these  more  conventional  activities,  Japanese 
banks  began  to  fund  speculative  investments  in  stocks,  real  estate, 
golf  club  memberships  and  other  hyperinflating  assets.  The 
enormity  ctnd  consequences  of  speculative  lending  are  considered  in 
the  next  segment.  The  weaknesses  these  practices  revealed  in  bank 
management  are  more  relevant  to  this  discussion.  Japanese  banks' 
talents  in  credit  analysis  are  rated  generally  as  poor.-'^   During 


"   Cf .  The  Economist,  "Less  thrifty  than  they  seemed,"  p.  80 
(Feb.  8,  1992) . 

"  Business  Week,  "The  Squeeze  Felt  'Round  the  World,"  p.  57 
(Apr.  27,  1992) . 

'^Institutional  Investor,  "Japam' s  not -so -mighty  bauiks, "  p.  140 
(Nov.  1990) . 
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the  frenzied  close  of  the  decade,  the  "loan- screening  functions  of 
the  big  banks  virtually  ceased  to  exist. "^^ 

Moreover,  Japanese  banks  began  to  place  funds  in  new  forms  of 
assets.  A  critical  example  of  this  phenomenon  is  that  of  nonbank 
banks.  These  nonbeuik  financial  institutions  --  leasing  companies, 
housing  finance  companies,  capital  finance  companies,  and  the  like 
--  became  important  outlets  for  affiliated  bsinks  seeking  further 
involvement  in  the  real  estate  boom.  Some  observers  consider 
nonbanks  key  intermediaries  in  the  inflation  of  the  real  estate 
bubble . " 

The  "go-go"  mentality  of  those  years  led  ultimately  to 
fraudulent  and  illegal  banking  practices,  as  subsequently  disclosed 
in  a  series  of  scandals  that  have  rocked  the  Japanese  banking 
industry.  Brief  summaries  of  these  scandals  can  serve  to 
illustrate  the  excesses  to  which  Japcui's  once  staid  banking 
establishment  has  sunk. 

In  July  1991,  Chairman  Hashida  of  Fuji  Bcuik  (the  world's 
fourth  largest  bank)  admitted  that  three  Tokyo  branches  had  issued 
to  property  compjinies  forged  certificates  of  deposit  (CDs) 
aggregating  to  y260  billion  ($2.2  billion  at  today's  exchange  rate 


^^  Journal  of  Commerce,  "Japan's  Scandal -Plagued  Banks,"  (Dec. 
11,  1991) . 

^*    Tokyo  Business  Today,  "Nonbanks  Come  Under  Fire,"  p.  10 
(Dec.  1991) . 
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of  yi20  =  $1)  .  The  CDs  had  been  used  by  the  property  compemies  to 
borrow  an  equal  amount  from  nonbeuik  fineuicial  institutions.  At  the 
time,  this  disclosure  stood  as  the  worst  bank  fraud  in  Japsmese 
history.*^  Chairman  Hashida  resigned  in  early  October  1991  to 
atone  for  Fuji  Bank's  involvement  in  this  and  similar  scandals." 

As  a  personal  aside,  the  publisher  of  this  White  Paper  III 
wrote  through  counsel  to  Chairman  Hashida  on  June  6,  1991,  to 
request,  as  a  Fuji  Bank  shareholder,  an  explanation  of  sm  linrelated 
controversy  involving  Fuji  International  Finance  Caymam,  Ltd.  Fuji 
Bank  had  liquidated  this  offshore  subsidiary  following  staggering 
losses  reportedly  incurred  in  the  course  of  of f-balsmce  sheet  stock 
trading.  In  a  letter  dated  June  28,  1991,  Fuji  Bank's  attorney 
refrained  from  replying  to  the  eight  specific  questions  posed  in  my 
counsel's  letter.  He  gave  only  a  cursory  expleination  containing 
less  information  than  newspaper  accounts.  Ironically,  Fuji  Beink's 
counsel  closed  his  June  28  letter  --  dated  just  one  month  prior  to 
the  fraud  revelations  --  by  expressing  Fuji  Bank's  "sincere  hope" 
that  my  "trust  in  Fuji  Bank  [would]  remain  unshaken." 

The  Fuji  Bank  fraud  remained  the  "worst  ever"  only  for  a 
matter  of  weeks .   It  was  replaced  in  the  record  books  by  a  scandal 


"  Bubble,  supra  note  22,  p.  142-46;  Far  Eastern  Economic 
Review,  "Indecent  exposure,"  p.  52  (Sept.  12,  1991). 

"  Wall  Street  Journal,  "Japanese  Banks,  Amid  Scandals,  Punish 
Officials,"  sec.  A,  p.  10  (Oct.  4,  1991). 
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that  remains  shrouded  in  mystery  and  unainswered  questions.^'  Nui 
Onoue,  an  Osaka  restauranteur,  somehow  persuaded  Toyo  Shinkin 
credit  union  to  issue  Y340  billion  ($2.8  billion  at  current 
exchange  rates)  in  forged  certificates  of  deposit.  The  amount  of 
the  forgery  nearly  equalled  Toyo  Shinkin' s  entire  deposit  base. 

7^  it  emerged,  Ms.  Onoue  initiated  a  relationship  with 
Industrial  Bank  of  Japan  (IBJ)  in  1987  when  she  began  purchasing 
IBJ  debentures  from  an  Osaka  branch.  She  accumulated  at  the  peak 
Y290  billion  in  IBJ  debentures,  against  which  she  borrowed  Y240 
billion  from  IBJ  and  IBJ  nonbank  affiliates.  Ms.  Onoue  apparently 
never  disclosed  to  IBJ  the  source  of  her  funds. 

Contemporaneously,  between  October  1990  and  April  1991,  Ms. 
Onoue  apparently  received  fake  CDs  totalling  Y340  billion  ($2.8 
billion  at  current  exchange  rates).  IBJ's  Osaka  branch  manager 
reportedly  accepted  the  fake  CDs  as  collateral  in  lieu  of  Ms . 
Onoue' s  IBJ  debentures,  which  IBJ  was  holding  as  collateral  for  Ms. 
Onoue' s  loans  from  IBJ.  Ms.  Onoue  then  reportedly  used  the  valid 
IBJ  debentures  on  three  occasions  as  collateral  for  other  borrowing 
from  Osaka  nonbank  finance  compamies.  Following  discovery  of  the 
fraud,  Ms.  Onoue  was  found  to  have  amassed  personal  debts  of  Y400 
billion  ($3.3  billion  at  current  exchange  rates). 


"  Bubble,  supra  note  22,  at  146-57;  The  Economist,  "More 
pain,"  p.  105  (May  9,  1991);  Far  Eastern  Economic  Review,  "Indecent 
exposure,"  p.  52  (Sept.  12,  1991). 
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Because  of  IBJ's  role,  it  reportedly  will  bear  the  brxint  of 
the  bail-out  of  Toyo  Shinkin.  One  estimate  puts  IBJ's  costs  at  Y28 
billion  ($288  million  at  Y120  =  $1)  in  bad  debt  write-offs.  IBJ 
reportedly  also  will  incur  another  Y4.0  billion  ($33.3  million  at 
Y120  =  $1)  in  interest  foregone  on  a  Y50  billion  loan  ($416.7 
million  at  Y120  =  $1)  to  Sanwa  Bank  at  less-than-market  interest  to 
assist  in  Sanwa 's  takeover  of  Toyo  Shinkin." 

These  almost  bizarre  scandals  illustrate  the  excesses  and 
imprudent  practices  adopted  by  Japan's  banks  in  the  era  of  easy 
credit  and  hyperinf lating  stock  smd  property  markets.  Reportedly 
widespread  fraud,  ^'  combined  with  high  risk  lending  practices,  low 
profit,  and  high  growth  strategies,  point  toward  the  final 
infirmity  of  Japanese  banks:  inadequate  loan-loss  reserves  emd 
capital . 

As  bankruptcies,  bad  debts,  and  the  cost  of  fraud  bail -outs 
mount,  Japanese  bank  capital  and  reserves  have  come  under  serious 
question.  The  magnitude  of  the  problem  will  be  addressed  in  the 
following  section  of  this  White  Paper  III.  Suffice  it  to  say  for 
present  purposes  that,  when  Japcuiese  banks  could  have  strengthened 
their  capitalization  and  reserves,  they  did  not: 


"   The  Economist,  "More  pain,"  p.  105  (May  9,  1991). 

"  According  to  one  source,  Japanese  bankers  "know  of  2 
trillion  [yen]  [or  $16.7  billion  at  current  exchcmge  rate]  in  phony 
certificates  of  deposit  that  have  been  issued  in  bogus  collateral 
for  loans."  The  Economist,  "Bad-debt  troubles,"  at  97  (Sept.  14, 
1991)  . 
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Both  [stock  and  real  estate  markets]  were  inflated  beyond 
sustainable  levels  because,  fundamentally,  the  Japanese 
financial  market  lacks  real  capital.  Asset  inflation  has 
provided  both  collateral  for  debt  (needed  in  lieu  of  real 
capital)  and  paper  profits  needed  to  obscure  poor  operating 
profits  that  resulted  from  the  lack  of  productive  capital.  In 
essence,  the  equity  and  real  estate  markets  were  merely 
feeding  on  each  other  through  intricate  cross-holdings  of 
shares  and  leveraged  property  transactions  that  created 
phantom  capital .  *° 

Stated  alternatively,  by  the  end  of  the  1980s,  the  Japanese  banking 
system  stood  as  a  house  of  cards  which  any  of  its  mcuiy  flaws  could 
topple . 


"  Barron's,  "The  Hidden  Crisis,"  p.  15  (Jan.  6.    1992). 
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V.   THE  FALL  OF  JAPANESE  BANKS:  PARADISE  LOST,  1990-93 

On  January  1,  1990,  a  Japanese  financier  surveying  the 
economic  landscape  must  have  felt  pride.  Japanese  banks  had  surged 
to  world  pre-eminence,  and  accounted  for  nearly  40  percent  of 
international  lending.  The  Nikkei  index  of  stocks  traded  on  the 
Tokyo  Stock  Exchange  had  soared  dizzyingly  upward,  and  was  then 
approaching  40,000.  Japanese  land  was  valued  at  roughly  four  times 
the  value  of  all  land  in  the  United  States,  with  only  one  twenty- 
fifth  of  the  area.*^  Japan's  real  economy  of  manufacturers 
continued  its  relentless  growth,  about  to  begin  a  year  in  which 
they  would  outspend  --  on  an  absolute  basis  --  their  American 
competitors  on  investments  in  plant  and  ec[uipment . *^ 

Although  not  immediately  apparent  at  the  turn  of  the  decade, 
January  1,  1990,  was  indeed  the  pinnacle  of  Japan's  success.  Stock 
and  land  values  plummeted  faster  than  they  rose,  and  financial 
turmoil  contributed  to  recession  in  the  real  economy. 

From  a  zenith  of  more  than  39,000  in  late  1989,  the  Nikkei 
index  plunged  by  more  than  60  percent  to  near  14,000  in  1992.  The 
Nikkei  index  has  recovered  modestly  since  that  nadir  to  hover 
between  16,000  and  18,000,  but  recent  maintenance  has  been  largely 


*^   Enigma,  supra  note  2,  at  401. 

"  In  1990,  Japanese  producers  invested  $660  billion  in  plant 
and  equipment,  as  compared  to  $510  billion  in  the  larger  United 
States.   Business  Week,  "Hidden  Japan,"  at  36  (Aug.  26,  1991). 
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the  product  of  substantial  direct  and  indirect  market  support  by 
the  Japanese  government.*^  The  Nikkei's  f reef all  is  proportionally 
equivalent  to  a  decline  in  the  Dow  Jones  index  from  3,000  to  1,200, 
a  drop  that  would  cause  financial  panic  and  government 
investigations  in  the  United  States. 

The  Japanese  real  estate  market  also  has  fallen  precipitously 
from  overinf lated  levels .  Market  values  for  Japanese  real  estate 
are  notoriously  difficult  to  identify  because  of  low  turnover. 
Widespread  reports,  however,  indicate  that  real  estate  prices  have 
fallen  by  as  much  as  40  percent  in  Tokyo  and  Osaka,  and  could  fall 
further." 

This  implosion  of  Japan's  stock  and  real  estate  markets 
actually  was  precipitated  by  the  Bank  of  Japan. *^  In  a  desire  to 
forestall  inflation  and  deflate  the  speculative  bubbles,  the  Bank 
of  Japan  began  to  ratchet  the  official  discount  rate  upward 
beginning  in  1989,  from  2.5  percent  to  6.0  percent  in  late  1990.*' 


*^  Washington  Post,  "Japan  Makes  a  Market,"  sec.  A,  p.  1  (Feb. 
2,  1993) . 

**  Business  Week,  "The  Squeeze  Felt  'Round  the  World,"  p.  56 
(;^r.  27,  1992) ;  Global  Finance,  "The  Mounting  Anguish  of  the 
Japanese  Banks,"  p.  32  (Jan.  1992). 

*=  Bubble,  supra  note  21,  at  29-30. 

*'  Economist  1993  Survey,  supra  note  1,  at  9;  Tokyo  Business 
Today,  "Returning  to  Normalcy,"  p.  31  (Feb.  1992). 
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Monetary  policies  have  proven  deflationary,  showing  a  sharp  drop  in 
money  supply  and  broad  liquidity  since  1990.*'' 

The  collapse  of  stock  and  real  estate  markets  poses  serious 
and  multiple  problems  for  Japanese  banks.  But  the  magnitude  of  the 
problems  is  obscured  by  curious  regulations  and  even  curiouser 
policies,  creating  great  uncertainty  in  a  jittery  financial 
community: 

How  badly  hurt  are  Japan's  banks?  The  scary  answer  is: 
No  one  outside  the  banks  knows.  Quite  possibly  the  folks 
inside  the  banks  don't  know,  either.*' 

The  only  definitive  conclusions  possible  are  that  the  problems  are 
enormous,  potentially  catastrophic,  and  likely  to  endure  through 
the  1990s.  .. 

Bankruptcies,  especially  in  the  property  sector,  are  loading 
the  banking  system  with  bad  debt.  The  number  of  bankruptcies, 
while  up  from  1990,  remains  below  historical  levels.  Liabilities 
in  bankruptcy  in  1991,  in  contrast,  surged  to  more  than  twice  any 
previous  level  since  1975.  Bankruptcy  liabilities  reached  YS.l 
trillion  ($67.5  billion  at  Y120  =  $1)  in  1992,  and  fell  off  only 


*'  The  Economist,  "Japan's  monetary  implosion,"  p.  75-76  (Oct, 
31,  1992) . 

"  Forbes,  "Guessing  game,"  p.  44  (May  11,  1992). 
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slightly  to  Y6.5  trillion  ($54.2  billion)  in  1992,  with  no  let-up 
in  sight.*' 

Soaring  bankruptcies  mean  surging  loan  restructurings,  non- 
performing  loans  and  loan  write-offs.  Current  industry  estimates 
place  bad  debts  at  Y60  trillion  ($500  billion  at  Y120  =  $1) .  This 
amoxint  would  represent  13  percent  of  total  loans  outstanding  of 
Y460  trillion  ($3.8  trillion).  Of  total  bad  debts,  moreover,  Y40 
trillion  is  expected  to  arise  from  real  estate-related  lending.^" 

Nevertheless,  considereible  uncertainty  surrounds  the  bad  debt 
total,  amd  it  could  be  even  higher.  This  consternation  emanates 
from  several  sources . 

Firet  and  foremost,  the  estimates  of  bad  debts  have  grown 
steadily  since  the  beginning  of  the  collapse.  In  November  1991, 
estimated  nonperforming  loeuis  ranged  from  Y1.5  trillion  to  Y2.8 
trillion  (roughly  $23  billion  at  Y120  =  $1) ."  Industry  analysts 
projected  that  nonperforming  loems  could  reach  Y20  trillion  ($167 
billion)  by  March  1992."  In  May  1992,  it  was  reported  that  bad 
debts  could  range  from  $12  billion  to  $385  billion  (23  percent  of 


*'  Economist  1993  Survey,  supra  note  1,  at  9;  The  Economist, 
"From  bad  to  worse,"  p.  99  (Nov.  7,  1992). 

"  Bureau  of  National  Affairs,  Daily  Executive  Reporter,  p.  A-1 
(Aug.  24,  1992)  . 

"  The  Economist,  "Deep  in  bad  debt,"  p.  70  (Nov.  2,  1991). 

"  Id.  at  72. 
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total  loans) ."  By  June  1992,  Japanese  press  reports  put  the 
latest  bad  debt  estimate  at  Y30  trillion  ($250  billion  at  Y120  = 
$1)  ."  Finally,  by  August  1992,  the  current  estimate  of  YfiO 
trillion  was  published.'^ 

One  reason  for  this  creeping  bad  debt  figure  is  MOF's 
reluctance  to  announce  the  actual  bad  debts  that  the  banking  system 
might  be  forced  to  absorb.  When  the  industry  estimate  reached  Y30 
trillion,  MOP  still  was  estimating  bad  debts  at  Y7.0  trillion  to 
Y8 . 0  trillion.  A  Japanese  account  at  the  time  reported  flatly  that 
"nobody  in  the  industry  believes  in  this  [MOF]  ficfure."^' 

Another  reason  is  regulatory  dictates  on  the  treatment  of 
nonperf orming  loans .   Japanese  banks : 

o  may  defer  classification  of  nonperforming  loans  for  up  to 
one  year  following  stoppage  of  interest  payments; 

o  may  treat  as  interest  income  interest  due,  but  not  paid,  for 
six  months  following  stoppage  of  interest  payments; 


"  Forbes,  "Guessing  game,"  p.  44  (May  11,  1992). 

"  Shincho  Weekly,  "'Black  rank'  of  the  beinks  bearing  '30 
trillion  yen'  bad  debts"  (June  4,  1992) . 

"  The  Economist,  "From  bad  to  worse,"  p.  99  (Nov.  7,  1992); 
Bureau  of  National  Affairs,  Daily  Executive  Reporter,  p.  A-1  (Aug. 
24,  1992) . 

"  Shincho  Weekly,  "'Black  rank'  of  the  banks  bearing  '30 
trillion  yen'  bad  debts"  (June  4,  1992) . 
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o  have  no  legal  requirement  to  disclose  bad  debts  until  March 
31,  1993; 

o   have   faced   no   legal   requirement   to   disclose   loan 
restructurings.^' 

These  various  regulatory  artifices  allow  banks  to  defer  recognition 
of  losses  and/or  to  boost  reported  profits.  The  potential 
accordingly  remains  high  for  further  increases  in  the  bad  debts 
incurred  by  banks  in  the  course  of  this  downturn. 

Japanese  banks  also  have  bad  debt  exposure  through  loans,  and 
off  balance  sheet  through  equity  infusions,  to  nonbank  beuik 
affiliates.  Nonbank  financial  institutions  were  heavy  lenders  into 
property  markets,  especially  the  more  speculative  projects. 
Lending  by  nonbank  financial  institutions  as  of  March  1991  stood  at 
Y90  trillion  ($750  billion  at  Y120  =  $1) ,  most  of  the  funds  coming 
directly  or  indirectly  from  banks .  The  bulk  of  these  loans  were 
either  to  property  compeuiies  or  collateralized  by  land.'' 
Significant  portions  are  considered  doubtful,  and  the  Bouik  of  Japan 


*''  See  qenerallv.  The  Economist,  "ShaJcier  than  they  should  be," 
pp.  74,  80  (Feb.  13,  1993);  New  York  Times,  "Losses  Force  Japan's 
Banks  to  Halt  Expansion  Overseas,"  sec.  A,  p.  1,  col.  1  (June  2, 
1992);  Forbes,  "Guessing  game,"  p.  44  (May  11,  1992);  The 
Economist,  "Survey  of  World  Banking,"  pp.  44,  47  (May  2,  1992). 

"  Bubble,  supra  note  22,  at  38-39. 
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is  seeking  to  make  banks  responsible  for  all  debts  of  affiliated 
nonbanks  regardless  of  loan  exposure.'' 

For  example,  housing  companies  reportedly  are  holding  YB .  0 
trillion  ($41.7  billion  at  current  rates)  in  nonperforming  loans  of 
Y14.4  trillion  in  total  loans  outstanding.'" 

Nonbank  financial  institutions  also  reportedly  accounted  for 
42  percent  in  net  new  lending  by  non-life  insurance  companies  over 
the  past  eight  years. '^  Trust  banks  lent  heavily  to  nonbanks, 
property  and  construction.  Current  exposures  are  estimated  at 
Y23.3  trillion  ($194  billion  at  Y120  =  $1)  (both  commercial  bank 
and  trust  operations),  against  only  Y8.9  trillion  in  capital. 

Had  Japanese  banks  made  adequate  provision  for  loan  losses, 
the  magnitude  of  the  threat  might  be  considerably  less.  Table  5, 
however,  indicates  that  Japanese  banks  historically  have  not  funded 
loan- loss  reserves  to  the  same  extent  as  U.S.  or  German  large 
commercial  banks,  although  the  data  are  not  strictly  comparable. 
Other  indicators  substantiate  the  inadequacy  of  loan-loss  reserves. 
One  1991  estimate  (total  loans  of  Y448  trillion  by  loan-loss 
reserves  of  Y3.0  trillion)  put  loan-loss  reserves  at  0.7  percent  of 


''  Global  Finance,   "The  Mounting  Anguish  of  the  Japanese 
Banks,"  p.  33  (Jan.  1992). 

"  The  Economist,  "Too  hot  to  hcmdle, "  p.  74  (Feb.  20,  1993). 

"  The  Economist,  "Withdrawal  symptoms,"  p.  75  (Dec.  19,  1992). 
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total  loans."  As  noted,  current  bad  debt  estimates  of  Y60 
trillion  already  represent  13  percent  of  total  loans.  In  fact,  the 
Japanese  government  discourages  loan- loss  reserves  by  taxing 
reserves  in  excess  of  0.3  percent  of  loeuis  outstanding.** 

The  combination  of  inadequate  loem-loss  reserves,  historically 
poor  operating  profits,  a  bear  stock  market,  and  a  generalized 
economic  downturn  ultimately  pose  a  threat  to  the  adequacy  of  bamk 
capital.  None  of  the  Japanese  city  bamks  are  so  well  capitalized 
that  they  can  afford  a  serious  attack  on  capital  from  mounting  loan 
losses.  Rather  than  strengthening  their  balance  sheets  during  the 
boom  years,  they  used  the  roughly  Y6.0  trillion  ($50  billion  at 
Y120  =  $1)  in  equity  and  equity-related  finaince  raised  from  1987  to 
1989  to  pursue  high  risk,  high  asset  growth  strategies." 

But  Japanese  bank  capital  is  under  siege  collaterally  as  well . 
As  noted  o±)ove,  Japanese  banks  rely  upon  unrealized  capital  gains 
in  their  stock  portfolios  to  meet  international  capital 
requirements.  Under  BIS  stcmdards,  banks  can  count  up  to  45 
percent  of  such  unrecognized  gains  toward  Tier  II  capital 
requirements,  which  in  turn  Ceui  account  for  no  more  than  50  percent 
of  aggregate  (Tier  I  plus  Tier  II)  capital  requirements. 


"  The  Economist,  "Bad-debt  troubles,"  p.  98  (Sept.  14,  1991). 

"    The  Economist,  "Survey  of  World  Banking,"  p.  44  (May  2, 
1992)  . 

**  Bubble,  supra  note  22,  at  27;  Barron's,  "The  Hidden  Crisis," 
p.  15  (Jan.  6,  1992) . 
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This  provision  was  the  subject  of  considerable  negotiation 
among  BIS  members.  The  Japanese  government  sought  the  provision 
because  of  its  banks'  strong  stock  portfolios,  carried  under 
Japanese  accounting  standards  at  original  cost.  Other  governments 
objected,  and  compromised  at  45  percent  on  the  expectation  that 
stock  values  would  not  fall  by  55  percent  --  until  fhe  Nikkei  fell 
by  nearly  60  percent." 

By  virtue  of  their  reliance  on  their  stock  poiftfolios  to  meet 
BIS  standards,  Japanese  banks  were  hit  hard  by  the  collapse  of  the 
Tokyo  stock  market  beginning  in  1990.  According  to  one  estimate, 
for  each  1,000  point  drop  in  the  Nikkei  index,  Japanese  beuik 
capital  falls  by  0.21  percentage  points."  The  value  of  Japanese 
banks'  stock  portfolios  fell  by  as  much  as  6p  percent  between 
September  1989  and  September  1990,  a  paper  loss'  of  $97  billion." 


This  loss  compelled  Japcinese  banks  to  seek  new  sources  of 
regulatory  capital,  but  were  faced  with  a  dilemma.  MOF  had 
suspended  new  equity  issues,  and  the  market  continued  its  decline. 
Japanese  banks  accordingly  received  permission  to  raise  some  YB-O 
trillion  {$41.7  billion  at  Y120  =  $1)  in  subordinated  debt.  They 
reportedly  incurred  an  interest  cost  of  8.0  percent  on  the  issues. 


«s 


See  generally.  Bubble,  supra  note  22,  at  24-26. 


*'  Global  Finance,  "The  Mounting  Anguish  of  the  Japanese 
Banks,"  p.  34  (Jan.  1992). 

"  Barron's,  "Make-Believe  «md  Japan's  Beuiks, "  p.  15  (Apr.  22, 
1991)  .  [ 
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a  considerably  higher  rate  than  Japanese  banks  are  accustomed  to 
paying  in  dividends." 

The  value  of  their  stock  portfolios  continued  to  decline, 
however.  The  value  of  unrealized  gains  fell  from  Y24.8  trillion 
($207  billion  at  Y120  =  $1)  in  March  1991  to  Y9.2  trillion  ($77 
billion  at  Y120  =  $1)  as  of  September  1992."  The  ability  of 
Japanese  banks  to  meet  international  capital  requirements  by  March 
31,  1993,  when  they  enter  into  full  force,  is  jeopardized. 

Although  BIS  standards  are  voluntary,  not  mandatory,  failure 
to  meet  them  could  cause  for  more  than  loss  of  prestige.  Were 
Japanese  banks  to  fall  below  the  8.0  percent  capital  requirement, 
two  serious  consequences  could  ensue . 

First,  the  psychological  impact  of  failure  to  meet  BIS 
standards  on  investor  and  consumer  confidence  could  be  devastating. 
It  could  provoke  twin  runs  on  the  deposits  and  stocks  of  the 
weakest  banks.  Japanese  bank  stocks,  in  particular,  are  vulnerable 
and  significant.  Bank  shares  account  for  a  substantial  portion  of 
stocks  traded  on  the  Tokyo  exchange. 


68 


The  Economist,  "This  year,  next  year,"  p.  84  (May  18,  1991) 


"  The  Economist,  "Bricks-and-mortar  fantasies,"  p.  82  (Feb. 
6,  1993)  . 
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Moreover,  bank  shares  are  grossly  overvalued.  Table  6 
displays  the  current  price-earnings  ratios  for  selected  Japanese 
banks  stocks.  Following  years  of  poor  profit  performance,  scandal, 
and  serious  questions  about  capital  adequacy,  the  P/E  ratios 
nonetheless  remain  astounding  to  Western  investors.  Fuji  Bank,  for 
example,  retains  a  P/E  ratio  approaching  150  less  than  two  years 
after  revelation  of  one  of  the  biggest  bank  frauds  in  Japanese 
history. 

Investor  recogrnition  that  Japanese  bank  shares  are  overvalued 
contains  a  hidden  threat.  If  Japanese  banks  were  to  fail  to  meet 
capital  standards,  shaky  investor  confidence  could  over-react  in  an 
effort  to  avoid  substantial  losses: 

In  effect,  the  continuing  startling  overvaluation  of 
Japanese  bank  stock  is  critical  to  the  beinks'  own  financial 
stability.  They  are  in  effect  holding  themselves  aloft  by 
their  own  bootstraps,  a  precarious  balancing  act  that  is  the 
weakness  at  the  heart  of  Japem's  financial  system.  Should  it 
ever  fail,  it  would  create  the  likelihood  of  a  credit 
implosion  with  all  the  resulting  decidedly  \anpleasant  global 
implications . '" 

Second,  Japanese  banks  would  be  compelled  to  slow  loein  growth, 
if  not  to  sell  off  assets.  One  euialyst  estimated  that  loeui  growth 


'"  Biibble,  supra  note  22,  at  27. 
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could  be  sustained  at  a  meager  3.0  to  4.0  percent  (especially  when 
compared  to  double-digit  loan  growth  rates  during  the  1980s)  if  the 
Nikkei  were  to  remain  around  18,000.''^  Any  further  f  reef  all  in  the 
stock  market  could  force  banks  to  shrink  assets  in  order  to  meet 
capital  requirements,"  which  are  calculated  as  a  percent  of  risk- 
weighted  assets. 

Such  a  credit  squeeze  would  be  particularly  ill-timed  given 
Japan's  generalized  economic  downturn.  The  reduction  of  bank 
credit  due  to  capital  standards  could  delay  Japan's  economic 
recovery,  or  even  force  the  Japanese  economy  back  into  recession. 

The  Japanese  government  has  appeared  increasingly  desperate  in 
its  efforts  to  salvage  the  situation.  In  April  1992,  MOF 
prematurely  released  figures  showing  increased  bank  operating 
profits  to  shore  up  stocks."  In  August  1992,  MOF  permitted  banks 
to  delay  reporting  losses  on  portfolio  stock  until  March  31, 
1993.'*  In  February  1993,  following  am  emergency  meeting,  the  Bank 
of  Japan  lowered  the  official  discount  rate  by  0.75  percentage 


'^  Wall  Street  Journal,  "Japam  Banks  Face  Up  to  Capital 
Reality,"  sec.  A,  p.  13  (;^r.  6,  1992). 

"  American  Banker,  "Huge  Capital  Deficit  Seen  in  Japan,"  p. 
10  (Oct.  2,  1990);  American  Banker,  "Likelihood  of  Credit  Squeeze 
Looms  over  Japan  Investors,"  p.  7  (Aug.  17,  1990). 

"  Wall  Street  Journal,  "Japan  Calls  Bank  System  Basically 
Sound"  (Apr.  24,  1992). 

'*  Wall  Street  Journal,  "Japan  Sets  Emergency  Reforms  to  Help 
Banks,  Support  Stocks,"  sec.  C,  p.  1  (Aug.  19,  1992). 
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points  to  2.5  percent,  the  lowest  ODR  level  of  the  postwar  era 
(last  reached  during  the  "Twin  Bubble"  years  of  1980s) .'^ 

MOF's  most  desperate  tactic,  however,  has  been  massive 
intervention  in  the  Tokyo  market  to  support  the  Nikkei  index 
generally  and  bank  stocks  particularly.  According  to  reports,  the 
Japanese  government  is  directing  government -controlled  pension 
funds,  postal  savings,  and  similar  government -managed  funds  into 
the  market .  Amounts  available  for  market  support  reportedly  total 
some  Y2.8  trillion  ($23.3  billion  at  Y120  =  $1)  in  the  fiscal  year 
ending  March  31,  1993,  with  another  ¥3.6  trillion  ($30  billion  at 
Y120  =  $1)  to  be  made  available  immediately  thereafter."  Reports 
also  are  surfacing  that  the  government  is  jawboning  institutional 
investors  like  pension  funds  and  insurance  companies  to  pour  funds 
into  the  market.'" 

The  timing  of  this  massive  intervention  seems  linked  to  the 
run-up  to  March  31,  1993.  That  date  is  not  only  the  close  of 
Japan's  fiscal  year,  but  also  the  date  on  which  the  BIS  bank 
capital  standards  enter  into  force.  MOF  reportedly  intends  to  help 
the  banks  meet  capital  standards  by  ramping  up  the  value  of  stocks 


'^  Bureau  of  National  Affairs,  Daily  Executive  Reporter,  p.  A- 8 
(Feb.  4,  1993) . 

"  Wall  Street  Journal,  "Japan  Fights  Uphill  Battle  to  Aid 
Stocks,"  sec.  C,  p.  1  (Jan.  25,  1993). 

■"■^  Washington  Post,  "Japan  Makes  a  Market,"  sec.  A,  p.  l  (Feb. 
2,  1993). 
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in  their  portfolios.  MOF  conversely  feared  that  corporations  might 
sell  off  portfolio  stocks  to  register  year-end  profits, 
jeopardizing  the  Nikkei  and  bank  capital.  Moreover,  some  Y3 . 0  to 
Y4.0  trillion  ($25  billion  at  Y120  =  $1)  in  corporate  debt  is 
scheduled  to  come  due  in  April  and  May  1993,  raising  the  risk  that 
corporations  might  unload  portfolio  stocks  to  finance  the  debt. 
Finally,  the  government  perhaps  feared  a  bear  market  as  speculators 
shorted  the  market  on  the  expectation  of  bad  news  for  banks  and 
corporations  alike  on  March  31.  Whatever  the  reason,  MOF's  massive 
intervention  makes  a  mockery  of  any  pretense  that  the  Tokyo 
exchange  is  a  market . " 

This  tactic  also  raises  questions  about  derecfulation  and 
supposed  new  ways  of  governance.  The  Japanese  Diet  and  bureaucracy 
have  resisted  the  idea  of  a  government  -  funded  bail -out  of  the  sort 
implemented  in  the  United  States.  The  approach  not  surprisingly  is 
highly  unpopular,  and  the  government's  political  strength  has  been 
pre-occupied  with  and  sapped  by  the  series  of  scandals  besetting 
the  ruling  Liberal  Democratic  Party  (LDP) . 

This  power  vacuum  has  left  the  bureaucracy,  led  by  MOF,  to 
resort  to  traditional  methods: 


"  See  also.  Wall  Street  Journal,  "Japeuiese  Stocks  Surge,  But 
Reasons  for  Rise  Make  Some  Queasy,"  sec.  A,  p.  1  (March  19,  1993); 
The  Economist,  "The  ministry's  all-too-visible  hamd, "  p.  81  (March 
6,  1993)  . 
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As  always,  the  Ministry  of  Finance  is  trying  to  find  its  way 
out  of  this  crisis  by  a  "convoy  strategy"  while  failing  to  do 
what  they  should  do  in  the  first  place  like  inquiring  into  all 
cases  of  bad  debt.  They  just  do  not  realize  that  it  will 
further  delay  the  process  of  recovering  by  doing  so. . . .Japan 
is  now  where  the  U.S.  was  four  years  ago,  but  the  pus  is 
hidden  under  the  instruction  of  the  Ministry  of  Finance.  All 
the  banks  are  only  trying  to  balance  the  figures  on  paper. 
Which  means,  once  this  artificial  ground  collapses,  major 
banks  might  hurry  to  cut  off  local  banks.  If  that  happens,  we 
cannot  deny  the  possibility  of  financial  panic  like  the  one  in 
the  prewar  years." 

This  possibility  poses  the  question  of  whether  Japan  will 
experience  one  or  more  bank  failures,  an  unprecedented  event  since 
1945.  Several  sign  are  emerging  that  suggest  strongly  that  bank 
failures  will  occur  over  the  next  year  or  two. 

MOP  has  indicated  that  it  may  allow  a  bank  failure  so  long  as 
it  would  not  provoke  a  chain  reaction.'"  The  source  of  the  funding 
for  bank  liquidation,  however,  is  not  readily  apparent  absent  a 
government  bail-out.  Japam's  deposit  insurance  fund  has  only  Y455 


■"  Shincho  Weekly,  "'Black  rank'  of  the  banks  bearing  '30 
trillion  yen'  bad  debts"  (June  4,  1992)  (quoting  Professor 
Yoshihiro  Senmi  of  NYU) . 

'"  Institutional  Investor,  "Too  Japanese  to  fail?,"  p.  106.  (May 
1991)  . 
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million  ($3.8  million  at  Y120  =  $1)  in  capital,  jind  additional 
borrowing  power  of  only  Y500  billion  ($4.2  billion).  A  single 
large  bank  failure  could  bankrupt  the  insurance  fund.'^ 

Moreover,  cracks  in  the  "convoy  system"  of  mutual  support  have 
emerged.  Negotiations  over  bail -outs  like  Toyo  Shinkin  appear  to 
have  been  unusually  acrimonious."  There  are  increasing  signs  that 
banks  or  nonbank  financial  institutions  simply  may  refuse  to 
cooperate  in  a  convoy  bail -out  that  might  threaten  their  own 
survival . 

A  brief  review  of  the  maladies  afflicting  individual  bamks 
serves  to  illustrate  the  widespread  threat  of  one  or  more  bank 
failures  as  well  as  the  origins  of  doiibts  expressed  eUsout  the 
efficacy  of  the  "convoy  system"  in  the  present  circumstamce : 


o  Sumitomo  Bank:  Involved  in  questioneJ^le  loauis  to  stock 
specular  Mitsuhiro  Kotani  and  to  speculative  property  company 
Itoman  totalling  billions  of  dollars. 

o  Tokai  Bank:  Involved  in  false  certificate  of  deposit  scheme 
yielding  responsibility  for  Y63  billion  ($525  million  at  Y120 


'^  The  Economist,  "More  pain,"  p.  105  (May  9,  1991). 

"   Id.  .  See  also.  Global  Finance,  "The  Mounting  Anguish  of  the 
Japanese  BeUiks,"  p.  35  (Jan.  1992). 
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=  $1)  in  loans  by  nonbanks  in  reliance  on  the  false  CDs  as 
collateral. 

o  Fuji  Bank:  Involved  in  one  of  the  worst  cases  of  bank  fraud 
in  Japanese  history  in  1991. 

o  IBJ:  Surpassed  Fuji  Bank  for  the  honor  of  "worst  bank  fraud 
in  history"  as  a  result  of  the  Onoue  affair,  which  could  cost 
IBJ  billions  of  yen  in  the  bail-out  of  Toyo  Shinkin. 

o  Mitsui  Trust:  Served  as  main  banker,  and  lent  substantial 
sums  to  Azabo  and  to  Dai-Ichi  Fudosan,  among  the  most 
prominent  of  the  troubled  property  companies  with  an  estimated 
combined  debt  of  Y970  billion  ($8.1  billion  at  Y120  =  $1) . 

The  large  banks  simply  may  have  too  meuiy  problems  of  their  own  to 
fulfill  bail-out  duties  under  the  convoy  system. 
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VI.   CONSEQUENCES  FOR  THE  UNITED  STATES 

A  collapse  of  Japan's  banking  system  could  have  severe 
consequences  for  the  United  States  and  the  global  financial 
community.  Indeed,  the  bursting  of  Japan's  speculative  asset 
bubbles  "could  be  a  cataclysmic  event  with  a  greater  potential 
impact  on  the  United  States  and  the  rest  of  Asia  than  on  Japan 
itself."" 

During  their  rise,  as  noted,  Japanese  banks  assumed  a 
prominent  role  as  international  lenders .  They  accounted  for  as 
much  as  40  percent  of  international  lending  in  the  late  1980s.  The 
simple  disappearance  of  one-third  of  international  lending  could 
diminish  substantial  international  liquidity,  eliminating  credit 
for  international  trade  and  financial  flows.  This  risk  appears 
even  more  significeint  given  that  --  with  American  bank  infirmities, 
the  U.K.  and  French  economic  downturns,  and  German  re -unification  -- 
few  lenders  appear  to  be  positioned  to  fill  the  lending  gap  left  by 
the  disappearance  of  Japanese  banks. 

Moreover,  Japanese  banking  problems  pose  a  particular  threat 
to  American  and  European  lenders  active  on  Europesm  interbank 
markets .  Japanese  banks  reportedly  f ineUice  a  large  proportion  of 
their  overseas  lending  by  resort  to  short-term  borrowing  on 


"  Washington  Post,  "Japan's  Economic  Woes  a  Threat  to  U.S.  as 
Well"  {;^ril  26,  1992)  (Hobart  Rowen  column). 
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interbank  markets .  These  borrowings  from  other  banks  must  be 
rolled  over  periodically,  and  Japanese  bank  failures  would  open 
these  debts  to  question: 

This  [practice]  raises  the  risk  of  a  liquidity  panic  occurring 
in  the  interbank  market  triggered  by  some  sort  of  financial 
accident  in  Japan,  since  Japanese  banks  have  to  rotate  their 
financial  liabilities  constantly  to  fund  those  overseas 
assets,  and  the  sums  involved  are  not  small.'* 

According  to  Bank  for  International  Settlements  data,  Japanese 
banks'  liabilities  to  other,  non-Japanese  banks  stood  at  $695 
billion  as  of  June  1991.'^  Defaults  on  these  loans  could  send 
shock  waves  through  the  global  banking  system,  and  conceivably  even 
bring  down  Americaui  or  European  banks . 

Japanese  banks  have  played  an  active  credit  role  in  the  United 
States  as  well.  By  the  turn  of  the  decade,  Japanese  banks 
accounted  annually  for  some  15  percent  of  new  commercial  lending 
(35  percent  in  California) ."  They  had  become  a  major  guarantor 
of  U.S.  municipal  bond  issues,  including  73  percent  of  California 


'*   Bubble,  supra  note  22,  at  30. 

'^  Bank  for  International  Settlements,  Monetary  and  Economic 
Department,  International  Banking  and  Financial  Market 
Developments,  p.  63,  Table  7  (Nov.  1991) . 

*'  Business  Week,  "The  Squeeze  Felt  'Round  the  World,"  p.  56-57 
(Apr.  27,  1992);  The  Economist,  "America  cracks  down,"  p.  80  (Jan. 
18,  1992)  . 
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issues  since  1985."  They  had  been  active  in  funding  real  estate 
acquisition  and  corporate  takeovers."  The  disappearance  of 
Japanese  banks  from  the  U.S.  market  thus  could  impede  America's 
economic  recovery  and  impose  even  greater  stress  on  the  United 
States'  already  weakened  banking  infrastructure. 


"■'  San  Francisco  Business  Times,  "Weak  Japanese  Banks  Threaten 
Local  Bond  Funds,"  sec.  1,  p.  4  (May  1,  1992). 

"  Bubble,  supra  note  22,  at  30-35. 
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TABLE  1 

Ranking  of  Banks  by  Deposits, 

1981  and  1992 

(in  blllnns  of  dollars) 


Rank 

1981 

1992                                       1 

Bank 

Country 

Deposits 

Bank 

Country 

Deposits 

1 

Banque  Natrenale 
de  Pahs 

France 

$93.6 

Dai-lchi 
Kangyo  Bank 

Japan 

$338.6 

2 

Bank  of  America 

US. 

89.3 

Sakura  Bank 

Japan 

315.0 

3 

Credit  Lyonnais 

France 

88.5 

Sumitomo 
Bank 

Japan 

314.3 

4 

Credit  Agricole 
Mutuei 

France 

86.0 

Fuji  Bank 

Japan 

306.1 

5 

Soaete  Generale 

France 

82.6 

Mitsubishi 
Bank 

Japan 

302.4 

6 

Deutsche  Bank 

Germany 

81.8 

Sanwa  Bank 

Japan 

295.8 

7 

Barclays  Bank 

U.K. 

76.5 

Deutsche 
Bank 

Germany 

266.2 

8 

National 
Westminster  Bank 

U.K. 

76.1 

Norinchukin 
Bank 

Japan 

261.3 

9 

Citibank 

U.S. 

72.5 

Industrial  Bank 
of  Japan 

Japan 

254.3 

10 

Dai-lchi  Kanoyo 
Bank 

Japan 

62.0 

Credit 
Lyonnais 

France 

251.5 

Source:   American  Banker,  reprinted  in  Tlie  Washington  F^jsl.  Tailing  Dollar,  Falling  Stahjre,"  sec.  H,  p.  1,  col.  1  (August  30,  1992) 
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International  Bank  Assets 
by  Country.  1985-91 
(in  billions  of  dollars) 


Parent  Country 

Assets  as  of 

end  - 1985 

end  - 1989 

mid  - 1991 

Japan 

$  707(26%) 

$1,967(36%) 

$1,863(33%) 

United  States 

593 

728 

688 

Gemiany 

191 

436 

526 

France 

245 

433 

484 

Italy 

114 

255 

301 

United  Kingdom 

191 

247 

245 

Switzerland 

106 

181 

216 

Others 

567 

1,140 

1,327 

Total 

$2,714 

$5,387 

$5,650 

Source:  Bank  for  Intemational  Settlements,  Monetary  and  Economic  Department, 
International  Banking  and  Financial  Market  Developments  19  (Nov.  1991). 
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TABLE  3 

Large  Commercial 

Bank  Profitability  in 

Itie  United  States.  Japan 

and  Germany.  1961-90 

(pre-tax  profits  to  total  assets) 


United  States 

Japan                  | 

1               Germany 

1981 

0.84 

0.41 

0.44 

1982 

0.74 

0.45 

0.59 

1983 

0.72 

0.49 

0.84 

1984 

0.73 

0.46 

0.86 

1985 

0.90 

0.43 

1.05 

1986 

0.85 

0.50 

0.99 

1987 

0.01 

0.63 

0.61 

1988 

1i3 

0.68 

0.89                     II 

1989 

0.62 

0.46 

0.92 

1990 

0.59 

0.33 

0.83 

Source:    Intemational  Monetary  Fund,  International  Capital  Markets:   Developments,  Prospects,  and  Policy 
Issues,  Table  A3,  p.  51  (Sept  1992). 
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TABLE  4 

Net  Interest  Margins  of 
Large  Comnwrcial  Banks 
in  the  United  States,  Japan 
and  Germany.  19B1-90 
(net  interest  margin  as 
percent  of  total  assets) 


Unrted  States 

Jafian                    | 

Germany 

1981 

246 

1.15 

2.41 

1982 

2.63 

1.23 

2.73 

1983 

265 

1.20 

3.12 

1984 

3.01 

1.07 

2.96 

1985 

318 

094 

2.81 

1986 

3.10 

1.01 

3.00 

1987 

3.15 

0.98 

2.50 

1988 

3.34 

0.94 

2.40 

1989 

3.27 

0.69 

2.31 

1990 

3.24 

0.61 

231 

Source:    International  Monetary  Fund,  International  Capital  Markets:   Developments,  Prospects,  and  Policy 
Issues,  Table  A4.  p.  52  (Sept  1992). 
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TABLE  5 

Net  Loan-Loss  Provisions 
by  Large  Commercial  Banks 

in  the  United  States.  Japan 

and  Gernianv,  1981-90 
(as  percent  of  gross  income) 


United  States                | 

Japan 

Gennanv 

1981 

72i 

1.02 

14.53 

1982 

10.37 

4,73 

2056 

1983 

12.16 

2.37 

16.26 

1984 

14.02 

2.65 

12.44 

1   1985 

14.12 

1.07 

8.01 

1986 

15.78 

2.33 

9.53 

1987 

32.31 

2.23 

10.15 

1988 

11.01 

10.37 

3.32 

1989 

22.51 

4.61 

6.13 

1990 

21.36 

3.18 

13.52 

Source:    International  Monetary  Fund,  International  Capital  Markets:   Developments,  Prospects,  and  Poicy 
Issues.  Table  A5.  p.  53  (Sept  1992). 
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TABLE  6 

Current  Price-Earnings 
Ratios  of  Selected 
Japanese  Banks 


Bank 

Prioe-Eamings  Ratio 

DaMchi  Kangyo  Bank 

85.1 

HokkakJo  Takushoku 

44.0 

Bank  of  Tokyo 

58.5 

Sakura  Bank 

96.1 

Mitsubishi  Bank 

112.4 

Fuji  Bank 

149.8 

1                           Sumitomo  Bank 

518.3 

Daiwa  Bank 

65.2 

1                             Sanwa  Bank 

78.3 

Tokai  Bank 

80.4 

Asahi  Bank 

83.5 
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Thursday,  March  25,  1993. 
RHODE  ISLAND  HOSPITAL 

WITNESSES 

HON.  JACK  REED,  A  REPRESENTATIVE  IN  CONGRESS  FROM  THE  STATE 
OF  RHODE  ISLAND 

HON.  RONALD  K.  MACHTLEY,  A  REPRESENTATIVE  IN  CONGRESS  FROM 
THE  STATE  OF  RHODE  ISLAND 

WILLIAM  KREYKES 

INTRODUCTION 

Mr.  Hover.  We  now  have  Congressman  Reed  and  Congressman 
Machtley  who  are  here  with  William  Kreykes  of  the  Rhode  Island 
Hospital.  We  very  much  appreciate  your  being  here. 

Congressman  Reed. 

Mr.  Reed.  Thank  you,  Mr.  Chairman,  for  your  hospitality,  and 
Mr.  Darden.  I  am  pleased  to  join  my  colleague,  Ron  Machtley,  in 
introducing  Bill  Kreykes,  who  is  the  President  of  Rhode  Island 
Hospital. 

Rhode  Island  Hospital  has  a  very  innovative  demonstration 
project  which  will  go  to  the  core  of  one  of  the  major  issues  in 
health  care  reform,  that  is  containing  costs.  I  will  let  Bill  Kreykes 
provide  the  details,  but  I  am  enthusiastically  supportive  of  this 
effort.  I  think  after  you  hear  the  details,  you  will  be  also.  At  least 
we  hope  so. 

Thank  you,  Mr.  Chairman. 

Mr.  Hover.  Thank  you  very  much. 

Congressman  Machtley. 

Mr.  Machtlev.  Thank  you  very  much,  Mr.  Chairman.  It  is  clear 
from  Jack  and  I  being  here  this  is  a  bipartisan  program  and  we 
think  it  is  more  than  just  building  a  hospital  wing.  Whether  we 
have  cooperative  care,  whether  we  have  some  other  proof,  there  is 
a  need  to  have  cost  containment. 

For  the  investment  in  the  cooperative  care  concept,  which  Mr. 
Kreykes  will  suggest,  I  think  we  can  set  an  enormous  standard  for 
nontraditional  hospital  treatment.  I  think  it  is  something  that 
could  be  done  in  every  hospital  and  I  am  proud  we  are  here  with 
Mr.  Kreykes  to  support  his  proposal. 

Mr.  Darden.  Mr.  Chairman,  I  note  unanimous  House  support  of 
the  whole  delegation  of  Rhode  Island. 

Mr.  Hover.  True,  we  have  an  entire  House  delegation  from  the 
State  joining  us. 

Gentlemen,  you  are  welcome  to  stay. 

Mr.  Machtlev.  I  have  to  go  meet  with  the  Speaker. 

Mr.  Hover.  We  understand  that  and  we  very  much  appreciate 
your  being  here.  I  know  Mr.  Kreykes  does  as  well.  Mr.  Kreykes, 
you  are  well  represented  in  Rhode  Island,  there  is  no  doubt  about 
that. 

Mr.  Kreykes,  we  will  be  pleased  to  hear  from  you.  Your  entire 
testimony  will  be  included  in  time  in  the  record  and  we  would  be 
glad  to  hear  you  over  the  next  five  minutes  synthesize  that  to  the 
extent  you  think  is  appropriate. 
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Statement  of  Mr.  Kreykes 

Mr.  Kreykes.  Mr.  Chairman,  I  thank  you  for  the  opportunity  to 
be  able  to  meet  with  your  subcommittee  this  morning. 

Mr.  Chairman  and  members  of  the  committee,  I  am  Bill  Kreykes. 
I  am  President  of  the  Rhode  Island  Hospital  in  Providence,  Rhode 
Island,  and  represent  today  both  the  Rhode  Island  Hospital  and  the 
Women  and  Infants  Hospital.  The  Women  and  Infants  shares  our 
campus,  they  are  a  maternity/OB-GYN  institution,  and  we  are 
proud  to  be  collaborators  in  this  important  program. 

I  will  provide  to  you  some  schematics  and  additional  bullet 
points  with  reference  to  this  project  for  additional  information. 

We  are  all  painfully  aware  of  the  need  to  achieve  reform  in  the 
health  care  industry  and  I  am  pleased  that  this  administration  has 
placed  health  care  reform  at  the  top  of  the  agenda.  We  know  it  and 
understand  it  has  to  happen.  We  are  experiencing  it  throughout 
the  country  and  we  certainly  experience  it  locally  in  our  own  insti- 
tution. 

We  are  the  largest  health  care  provider  in  the  State  of  Rhode 
Island,  700-bed  major  teaching  hospital.  In  the  last  two  years  alone, 
our  level  of  uncompensated  care  has  doubled.  It  has  gone  from  $13 
to  $26  million,  as  a  function  of  the  economy,  as  a  function  of  people 
not  being  able  to  access  insurance  and  we  are  just  seeing  a  signifi- 
cant increase  in  the  problems  of  uncompensated  care  in  health 
care  delivery. 

We  understand  that  major  change  needs  to  take  place  and  per- 
sonally believe,  until  the  financing  mechanism  for  health  care 
changes  from  a  procedure  oriented  reimbursement  system  to  one 
where  networks  where  providers,  including  hospital,  physicians 
and  other  health  care  professionals  are  paid  to  manage  the  health 
status  of  a  community  or  population,  we  won't  see  the  kind  of 
change  that  we  need. 

The  changes  will  be  radical  and  difficult  and  painful,  but  I  firmly 
believe  that  they  are  essential  if  the  right  of  health  care  is  going  to 
be  made  available  to  every  member  of  our  society  at  a  reasonable 
cost  and  quality. 

As  president  and  CEO  of  Rhode  Island  Hospital,  which  is  the 
major  academic  teaching  affiliate  of  Brown  Medical  School,  I  feel 
that  change  must  be  made  at  all  levels  of  the  delivery  system  and 
we  cannot  wait  for  a  matched  vote. 

I  am  here  to  ask  for  your  assistance  in  funding  a  unique  and  in- 
novative unit  of  our  hospital  which  can  be  built  and  operated  at  a 
savings  of  up  to  30  percent  less  of  traditional  hospital  beds,  the 
concept  of  cooperative  care. 

Stated  simply,  cooperative  care  is  a  lower  cost,  high  quality  care 
for  acutely  ill  patients,  which  is  provided  with  the  assistance  of  a 
care  partner  or  a  family  member,  and  a  low  cost  home  hotel-like 
setting  with  an  emphasis  on  the  patient  and  the  partner  and  the 
education  of  what  of  health  care  needs  are  while  they  are  in  the 
hospital  and  of  active  participation  in  delivery  of  that  care. 

The  criteria  for  admission  to  this  new  hospital  are  simple  and 
will  include:  All  patients  must  require  hospital  level  care;  all  pa- 
tients must  be  mobile  and  be  able  to,  even  though  it  may  be  with 
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assistance,  this  includes  wheelchairs,  walkers,  et  cetera;  and  pa- 
tients must  be  accompanied  by  a  care  partner. 

That  care  partner  could  be  a  spouse,  could  be  a  sibling,  could  be 
a  friend,  and  if  the  patient  does  not  have  a  care  partner,  the  hospi- 
tal will  provide  a  care  partner  for  the  patient.  Patients  and  of  part- 
ners are  involved  in  of  care  from  the  minute  they  walk  into  this 
hospital  and  are  trained  to  assume  significant  responsibilities,  in- 
cluding self-medication,  vital  signs,  charting,  treatment,  schedul- 
ing, and  transportation. 

As  a  result  of  the  participation  of  a  family  member  and  the  pa- 
tient in  of  own  care,  the  staffing  costs  for  this  facility  are  signifi- 
cantly reduced  and  the  patients  and  family  are  far  better  educated 
and  move  to  a  smooth  transition  in  the  home. 

The  construction  of  the  cooperative  care  center  is  also  signifi- 
cantly different  than  any  traditional  inpatient  facilities.  The  rooms 
are  listed  to  be  74,  located  on  three  levels  and  look  more  like  a 
hotel  floor  than  a  patient  floor.  The  treatment  floor  is  a  separate 
floor  where  all  the  intensive  care  areas  are  provided  to  the  patient 
and  we  believe  that  the  construction  of  the  facility,  the  separation 
of  the  treatment  floor  from  the  bedroom  for  the  patients,  is  critical 
in  order  to  give  the  patient  the  independence  in  of  own  mind  from 
the  care  provider  and  thus  assume  a  greater  ownership  and  assist- 
ance in  the  self-delivery  or  the  delivery  of  care. 

The  construction  of  this  facility  is  anticipated  to  be  less  than 
$150  per  square  foot,  which  compares  with  traditional  hospital  con- 
struction that  can  range  all  the  way  from  180  to  $250  a  square  foot, 
thus  significantly  less  costly. 

Commissioner  of  New  York  Department  of  Health  once  stated, 
hospitals  spend  billions  of  dollars  each  year  on  new  facilities,  how- 
ever we  have  not  changed  hospital  construction  design  in  the  last 
30  years.  For  the  first  time  in  the  history  of  hospitals  as  we  know 
them  today,  future  investments  must  be  based  on  the  ability  to  pro- 
vide care  at  lower  costs.  The  cooperative  care  center  is  a  key  com- 
ponent of  the  hospital  in  the  future. 

This  can  also  have  a  significant  rural  perspective.  This  isn't  a 
program  just  for  large,  inner  city  teaching  hospitals.  I  grew  up  in 
the  Midwest,  spent  30  years  in  management  in  Minnesota  and 
Iowa.  There  are  a  lot  of  rural  hospitals  throughout  this  country, 
that  this  type  of  concept  is  ideal  for  them  in  the  involvement  of 
self-help  and  family  and  care  partners  and  treatment  care  at  a 
lower  cost. 

It  is  difficult  to  be  bold,  to  develop  new  strategies  in  a  very  con- 
servative industry.  We  are  ready  to  do  that.  We  ask  your  assist- 
ance, and  by  helping  to  fund  this  project,  we  believe  we  are  taking 
a  risk  in  the  development  of  the  project  but  it  is  a  risk  well  worth 
taking. 

We  are  prepared  to  track  the  success  of  this  facilitating  by  dem- 
onstrating eight  objectives.  One,  lower  staffing  costs  due  to  the 
nature  of  the  design  and  operation  of  the  facility,  lower  construc- 
tion costs  due  to  the  nature  of  the  facility.  Both  of  those  will  be 
somewhere  in  the  area  of  20  to  30  percent  less.  Lower  length  of 
stay,  because  the  patient  and  the  care  partner  will  be  so  involved 
in  of  care  that  they  will  reach  that  point  earlier,  say  why  are  we 
doing  this  in  the  hospital.  We  know  what  to  do,  we  can  go  home 
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earlier,  thus  less  costs,  less  medication  errors,  slips,  falls,  every- 
thing else  as  a  result. 

With  the  patient  and  care  partner  being  so  involved  directly  in 
of  care,  higher  staff  retention  rates  and  job  satisfaction,  lower  ad- 
mission rates,  improved  patient  outcomes,  enhanced  patient  educa- 
tion, and  last  but  certainly  not  least,  we  are  a  major  teaching  hos- 
pital. 

Half  of  the  medical  students  in  graduate  education  in  Rhode 
Island  is  done  in  this  campus.  We  can  train  physicians  and  other 
health  care  providers  in  this  type  of  health  care  delivery  which  the 
country  needs  if  we  are  going  to  make  a  significant  shift  to  how 
health  care  is  delivered.  We  believe  all  of  those  programs  can  be 
done  within  the  cooperative  care  center  and  we  are  ready  to  move 
ahead  to  do  it. 

The  total  cost  of  our  entire  project,  and  related  to  it  is  a  new 
Children's  Hospital  which  many  of  the  elements  of  the  cooperative 
care  will  be  brought  into  the  new  Children's.  The  total  cost  of  our 
entire  project,  and  you  have  schematics  of  it  in  what  I  passed  out, 
is  $63  million.  We  are  seeking  for  Federal  support,  hopefully  this 
year  and  next  year,  $10  million  for  this  project. 

We  would  like  to  achieve  that  over  the  two  years,  which  is  less 
than  20  percent  of  the  total.  We  believe  we  can  demonstrate  and 
are  ready  to  demonstrate  to  the  rest  of  the  country  the  significance 
of  this  project. 

My  staff  is  in  the  process  of  writing,  in  cooperation  with  New 
York  University,  a  book  on  cooperative  care.  We  believe  this  kind 
of  project  will  help  demonstrate  just  what  can  be  done  in  this,  and 
thus  feel  very  strongly,  Mr.  Chairman,  members  of  the  committee, 
the  importance  and  significance  of  this  project. 

I  would  be  happy  to  answer  any  questions  you  may  have. 

Mr.  HoYER.  Thank  you  very  much.  Doctor.  We  have  some  addi- 
tional questions,  which  we  ask  every  group  or  individual  that 
comes  before  us  for  specific  type  appropriations.  If  you  will  answer 
these  and  submit  them  for  the  record,  we  would  very  much  appre- 
ciate that. 

Mr.  Kreykes.  We  certainly  will  do  that,  Mr.  Chairman. 

Mr.  HoYER.  Thank  you  very  much. 

[Clerk's  note. — The  information  was  not  provided  for  insertion.] 

[The  statement  of  Mr.  Kreykes  and  additional  information 
follow:] 
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STATEMENT 

MR.  WILLIAM  KREYKES 

PRESIDENT 
RHODE  ISLAND  HOSPITAL 

BEFORE  THE 

SUBCOMMITTEE  ON  TREASURY-POSTAL-GENERAL  GOVERNMENT 

COMMITTEE  ON  APPROPRIATIONS 

UNITED  STATES  HOUSE  OF  REPRESENTATIVES 

WASHINGTON,  D.C. 

MARCH  25,  1993 


Thank  you,  Mr.  Chairman,  for  providing  me  the  opportunity  to  come  before  you  and 
your  Subcommittee  today.  Mr.  Chairman,  members  of  the  Subcommittee,  I  am  Bill  Kreykes, 
President  of  the  Rhode  Island  Hospital,  in  Providence,  Rhode  Island. 

As  a  hospital  administrator,  I  have  become  increasingly  conscious  of  the  spiralling  costs 
of  health  care  in  America.  As  you  know,  it  is  estimated  that  Americans  spent  $650  billion  — 
more  than  12  percent  of  the  nation's  gross  national  product  —  on  health  care  in  1991.  In  1992, 
just  one  year  later,  that  figure  had  grown  to  $832  million  —  one-seventh  of  economic  activity 
in  the  United  States.  This  dramatic  increase  in  expenditures  demonstrates  the  fact  that,  since 
1970,  health  care  expenditures  have  risen  70  percent  faster  than  the  GNP,  and  health  care  costs 
have  risen  60  percent  faster  than  inflation.  According  to  the  Office  of  Management  and  Budget, 
health  care  spending  could  reach  $1.6  trillion  —  17  percent  of  GNP  —  by  the  year  2000. 

Despite  the  remarkably  high  rate  of  growth  in  health  care  spending  in  this  country,  an 
alarming  number  of  Americans  are  not  receiving  adequate  medical  care.  Currently,  an  estimated 
34  to  37  million  Americans  -  about  15  percent  of  our  population  -  are  uninsured  and  unable 
to  gain  access  to  basic  health  care  benefits.  In  addition,  as  the  result  of  increasingly  high  costs 
and  stringent  eligibility  requirements,  100,000  people  lose  their  health  insurance  coverage  every 
month. 

The  sharp  increases  in  health  care  spending,  and  the  less  than  satisfactory  return  on  that 
investment,  are  important  Federal  issues,  not  only  because  Americans  are  beginning  to  express 
their  concerns  about  the  current  health  care  system  at  the  voting  booth,  but  also  because,  through 
Medicare  and  Medicaid,  the  Federal  Government  currently  pays  approximately  30  percent  of  all 
health  care  bills. 

I  know  that  this  body  has  recognized  the  need  for  significant  reforms  in  the  nation's 
health  care  system,  and  that  hearings  currently  are  underway  to  evaluate  the  various  problems 
that  have  been  identified  in  the  current  system,  as  well  as  the  broad  array  of  proposals  to  address 
those  problems.     Additionally,  I  am  pleased  that  President  Clinton  has  acknowledged  the 
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importance  of  the  issue  by  creating  the  White  House  Task  Force  on  Health  Care  Reform  and 
appointing  Hillary  Rodham  Clinton  as  its  chair.  I  believe  that  Mrs.  Clinton,  and  the  other 
members  of  the  Task  Force,  have  their  work  cut  out  for  them,  and  I  wish  them  the  best  of  luck 
in  designing  a  health  care  reform  proposal  that  addresses  the  three  key  elements  of  the  debate 
—  cost,  quality,  and  access  --  in  a  manner  that  is  acceptable  to  the  public,  and  the  Congress. 

We  at  Rhode  Island  Hospital  recognize  that  the  issues  under  consideration  by  the  Task 
Force  and  the  Congress  are  highly  complex,  and  that  resolving  them  will  surely  take  a 
considerable  amount  of  time.  In  the  meanwhile,  we  believe  that  experiments  in  the  delivery  of 
health  care  —  particularly  experiments  in  health  care  cost  containment  —  will  foster  progress,  and 
therefore  should  be  undertaken  and  supported  by  the  Federal  Government.  These  small-scale 
projects,  when  successful,  can  demonstrate  to  wider  populations  which  of  the  many  proposed 
reforms  will  work  on  a  larger,  or  perhaps  even  universal,  scale.  We  at  Rhode  Island  Hospital 
are  proposing,  in  partnership  with  the  Women  &  Infants  Hospital  and  with  the  assistance  of  the 
Federal  Government,  to  undertake  just  this  type  of  health  care  cost  containment  demonstration 
project. 

In  designing  this  demonstration  project,  we  began  by  carefully  reexamining  the  basic 
assumptions  of  health  facility  design  and  the  traditional  methods  of  care  provision,  seeking  new 
methods  to  deliver  care  and  new  means  for  containing  costs.  After  completing  this  reevaluation, 
we  began  to  explore  in  earnest  innovative,  cost-effective  alternatives  to  the  construction  of 
traditional  hospital  beds,  from  which  patients  receive  traditional  medical  care. 

The  outcome  of  this  intensive  analysis  is  our  decision  to  construct  the  Rhode  Island 
HospitaiyWomen  &  Infants  Cooperative  Care  Demonstration  Program. 

The  centerpiece  of  the  Cooperative  Care  Demonstration  Program  will  be  the  large  scale 
implementation  of  a  novel  method  of  health  care  delivery  known  as  "cooperative  care."  In  the 
Cooperative  Care  Center,  patients  and  their  "care  partners,"  who  are  usiially  spouses  or  other 
family  members,  will  assume  a  much  greater  responsibility  for  patient  care  both  in  the  hospital 
and  following  discharge  than  they  would  in  a  traditional  hospital  setting. 

To  facilitate  this  behavior  among  patients  and  their  care  partners,  patient  rooms  will  be 
designed  as  hotel-like  environments  and  will  contain  accommodations  for  both  the  patient  and 
their  care  partner.  Since  patient  rooms  and  treatment  areas  will  be  located  on  different  floors, 
the  physical  separation  of  the  patient  rooms  and  treatment  areas  will  allow  patients  and  care 
partners  to  take  on  greater  roles  in  the  delivery  of  health  care,  leaving  health  care  professionals 
free  to  focus  their  activities  on  conducting  complicated  or  specialized  treatment  procedures,  or 
training  new  care  partners. 

As  a  result,  both  capital  and  operating  costs  are  reduced.  In  fact,  we  anticipate  that  the 
costs  of  hospital  bed  construction  in  the  Cooperative  Care  Center  will  be  30  percent  lower  than 
thev  would  be  in  a  traditional  hospital  facility.  This  savings  is  due  primarily  to  the  fact  that 
patient  floors  will  be  made  up  of  hotel-like  rooms  that  will  contain  very  limited  amounts  of 
expensive  medical  equipment,  since  this  equipment  will  be  concentrated  on  treatment  floors, 
where  it  will  be  used  in  an  efficient  and  cost-effective  manner. 
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In  addition,  we  estimate  that  operating  costs  in  the  Cooperative  Care  Center  will  be  2Q 
to  30  percent  lower  than  thev  are  for  traditional  inpatient  stavs.  due  largely  to  the  lower  staff-to- 
patient  ratios  possible  under  the  cooperative  care  system. 

Billions  of  dollars  have  been  spent  over  the  last  several  decades  on  hospital  facilities  that 
perpetuate  unnecessary,  and  expensive,  design  assumptions.  We  believe  that  through  our 
demonstration  program  we  will  show  hospitals  across  the  nation  that  alternative,  more  cost- 
effective  design  models  also  exist  for  new  hospital  buildings. 

At  the  Rhode  Island  and  Women  &  Infants  Hospitals,  we  believe  a  real  demonstration 
of  tiie  cooperative  care  model,  with  quantifiable  cost  savings  analyses  and  built-in  mechanisms 
to  ease  replication  of  a  successful  project,  is  long  overdue.  We  are  committed  to  the  cooperative 
care  concept  and  feel  strongly  that  it  has  the  potential  to  demonstrate  significant  savings  in  the 
delivery  of  both  pediatric  and  adult  care. 

For  this  reason,  we  are  requesting  that  tile  Federal  Government  provide  some  support  for 
the  project.  The  total  funding  requirement  of  the  project  ~  including  $50  million  for 
construction  of  the  Hasbro  Children's  Hospital,  where  many  of  the  elements  of  the  cooperative 
care  setting  will  be  tested  in  a  pediatric  setting,  and  $13  million  for  the  Cooperative  Care  Center 
itself  -  is  $63  million.  Of  that  amount,  we  are  hopeful  tiiat  tiie  Federal  government  will  provide 
$10  million,  less  than  20  percent  of  the  total,  over  tiie  next  two  fiscal  years. 

Thank  you  for  your  consideration  of  this  request. 
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Thursday,  March  25,  1993. 

WITNESS 
RITA  PEREZ  RICHARDSON 

INTRODUCTION 

Mr.  HoYER.  Next  we  have  Rita  Perez  Richardson.  Ms.  Richard- 
son, unfortunately,  we  are  running  late  as  you  know.  We  are  going 
to  limit  you  to  five  minutes. 

Ms.  Richardson,  thank  you  for  being  with  us. 

Statement  of  Ms.  Richardson 

Ms.  Richardson.  I  want  to  point  out  first  that  I  am  not  an  em- 
ployee of  the  Office  of  Special  Counsel.  I  am  here  to  speak  in  oppo- 
sition to  their  funding  request  as  an  example  of  waste  in  Federal 
spending.  I  come  without  briefing  books  to  support  my  views.  I  base 
my  remarks  on  recent  reports  by  the  GAO  and  others,  document- 
ing the  agency's  failings  and  on  my  own  personal  experience. 

Since  its  re-creation  in  the  Civil  Service  Reform  Act  of  1979,  and 
in  spite  of  attempts  at  reforming  the  Whistle  Blower  Act  of  1989, 
the  Special  Counsel  has  proven  itself  year  after  year  a  feeble  cham- 
pion of  Federal  employees  who  suffer  reprisal  for  the  high  crime  of 
telling  the  truth  about  agency's  management. 

If  we  have  a  Barney  Fife  award  for  regulatory  enforcement,  the 
OSC  would  win  hands  down.  Yet  it  endures,  making  a  mockery  of 
the  whistle  blower  law. 

In  July  1992,  the  GAO  report  showed  employees  lacked  faith  in 
the  system.  In  desperation,  we  whistle  blowers  had  begun  to  net- 
work to  support  each  other.  One  private  watchdog  of  the  organiza- 
tion, the  Government  Accountability  Project,  regularly  must  come 
to  bat  for  victims  of  reprisal  who  have  been  subjected  to  a  strip 
search  and  trial  by  ordeal  by  the  OSC. 

Can  we  expect  Federal  employees  to  answer  the  President's  call 
to  expose  government  waste  if  the  price  is  one's  professional  death? 
Would  any  of  you? 

When  the  Special  Counsel  testified  in  this  very  room  on  Febru- 
ary 25th,  I  was  sitting  in  the  audience.  To  my  dismay,  I  heard  dis- 
paraging remarks  about  the  Special  Counsel's  clients,  that  they  are 
disturbed  and  exploit  the  law  to  prevent  agencies  from  getting  rid 
of  nonproductive  workers. 

Victims  of  reprisals  suffer  all  the  emotional  trauma  as  victims  of 
criminal  assault.  Agencies  know  they  have  nothing  to  fear  from 
the  OSC,  that  they  can  terrorize  whistle  blowers  with  impunity. 
Skilled  in  the  art  of  beating  you  up  without  leaving  marks,  victims 
should  not  have  to  fear  being  raped  twice,  once  by  of  agency  and 
again  at  the  hands  of  the  Special  Counsel. 

Nearly  two  years  ago,  I  brought  evidence  of  gross  mismanage- 
ment and  misconduct  to  first  the  United  States  Senate  and  then 
the  Office  of  Special  Counsel,  and  was  sentenced  to  bureaucratic 
oblivion  for  my  trouble. 

Despite  offers  of  aid  from  the  Senate  investigators  with  whom  I 
remain  in  contact,  despite  the  competence  of  my  own  agency's  In- 
spector General,  despite  informal  attempts  made  on  my  behalf  by 
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some  OSC  staffers  who  believe  in  my  case,  the  Special  Counsel's 
prosecution  office  closed  the  case  by  simply  accepting  the  agency's 
mere  assertion  of  innocence. 

As  a  career  employee  with  20  years  of  service,  I  have  to  keep 
faith  that  ultimately  I  will  prevail  on  appeal  to  the  Merit  System 
Protection  Board.  As  shown  in  GAO's  latest  report,  the  MSPB  is 
not  as  deaf,  dumb,  and  blind  to  allegations  of  reprisal  as  is  the  Spe- 
cial Counsel. 

In  my  written  statement,  I  give  specific  recommendations  for 
changes  in  the  way  the  Special  Counsel  investigates  reprisal  allega- 
tions. I  beseech  Congress  to  review  of  performance  in  six  months  to 
determine  if  the  sun  should  finally  set  on  this  program.  In  other 
words,  make  it  work  or  pull  the  plug.  This  cruel  charade  cannot  be 
allowed  to  continue  to  consume  scarce  Federal  funds. 

Thank  you  for  your  kind  attention. 

CLARIFICATION  OF  THE  RECORD 

Mr.  HoYER.  Thank  you  very  much,  Ms.  Richardson,  you  speak  to 
an  issue  of  great  concern  to  this  Committee. 

I  note  in  your  written  statement  you  refer  to  a  remark  I  made 
with  respect  to  the  removal  of  nonperforming  employees.  As  some- 
one who  has  worked  very  hard  on  behalf  of  public  employees  all  of 
my  public  career,  I  frankly  believe  that  it  is  important  that  we  es- 
tablish a  principle  that  the  removal  of  nonperforming  employees  is 
an  important  one  and  we  need  to  assure  the  public  that  in  fact  we 
are  doing  that. 

It  is  more  difficult  to  do  this  in  the  public  sector  than  it  is  in 
other  sectors,  and  it  is  a  problem  which  is  real,  not  a  feigned  one.  I 
have  worked  in  the  public  sector  for  a  long  time  and  have  noted 
that  we  have  difficulty  removing  nonperforming  public  employees 
and  that  undermines,  in  my  opinion,  the  95  percent,  maybe  98  per- 
cent, of  the  employees  who  do  perform  very  well. 

On  the  other  hand,  using  the  excuse  that  employees  are  nonper- 
forming to  get  at  well  performing,  conscientious  employees  who  are 
in  fact  bringing  to  our  attention  failures  and  fraud  of  government 
agencies  and  government  personnel,  is  not  something  that  we 
ought  to  sanction  or  allow.  That  is  something  we  ought  to  be  vigor- 
ous in  protecting  employees  against. 

So  I  appreciate  your  observations,  but  want  to  clarify  my  posi- 
tion, which  is  we  need  to  have  that  balance  and  not  pretend  that 
there  aren't  nonperforming  employees,  or  else  we  undermine  the 
balance  of  the  service. 

Thank  you  very  much  for  your  testimony. 

[The  statement  of  Ms.  Richardson  follows:] 
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STATEMENT  TO  THE  SUBCOMMITTEE  ON  TREASURY,  POSTAL  SERVICE 
AND  GENERAL  GOVERNMENT,  HOUSE  APPROPRIATIONS  COMMITTEE,  U.S. 
HOUSE  OF  REPRESENTATIVES. 

I  asked  to  appear  before  this  Committee  to  express  concerns 
about  the  effectiveness  of  the  Office  of  Special  Counsel 
(OSC)  in  carrying  out  its  responsibilities  under  the 
Whistleblowers  Protection  Act  (WPA).   I  base  my  remarks  on 
personal  experience  as  an  unsuccessful  complainant  before 
the  OSC  involving  charges  of  reprisal  for  whistleblowing. 
However,  I  did  not  come  here  to  argue  the  merits  of  my 
complaint  before  this  body.   The  OSC  spent  five  months 
investigating  my  case  before  deciding  there  were 
insufficient  grounds  for  prosecution,  and  I  have  exercised 
my  right  of  appeal  to  the  Merit  Systems  Protection  Board 
(MSPB).   I  am  a  career  civil  servant  with  20  years  of 
exemplary  service  including  three  years'  experience  in  the 
former  Civil  Service  Commission  conducting  investigations  of 
illegal  personnel  practices  that  led  to  creation  of  the  OSC, 
MSBP  and  enactment  of  the  WPA.   As  such,  I  must  have 
confidence  that  the  system  will  ultimately  render  justice  in 
this  matter. 

Rather,  my  remarks  will  focus  on  the  process  to  which 
complainants  are  subjected  under  the  OSC's  current 
procedures,  a  proces's  which  is,  in  many  respects,  analagous 
to  what  rape  victims  endured  prior  to  recent  rape  law 
reforms,  i.e.,  the  investigative  process  often  focuseSf  more 
on  the  victim  than  the  perpetrator.   Unless  the  OSC's 
procedures  are  similarly  reformed,  employees  will  be 
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discouraged  from  exposing  serious  cases  of  fraud,  waste  and 
abuse.   The  cost  to  the  whistleblower  -  professional, 
emotional  and  financial  -  of  blowing  the  whistle  and  being 
strip-searched  by  the  OSC  is  just  too  high. 
Before  I  go  into  detail  about  deficiencies  in  the  current 
system  and  suggest  remedies,  permit  me  to  briefly  comment  on 
the  testimony  given  by  the  current  Special  Counsel  to  this 
Committee  on  February  25,  1993.   The  previous  day,  by  some 
strange  coincidence,  I  had  received  the  OSC's  notice  that  my 
case  did  not  meet  their  criteria  for  prosecution.   When  I 
read  in  the  newspaper  that  OSC  would  be  testifying,  I 
decided  to  attend  the  hearing.   I  was  dismayed  by  the 
content  and  tone  of  remarks  expressed  about  whistleblowers 
from  both  sides  of  this  table.   In  defending  the  abyssmally 
low  percentage  of  complaints  that  prevail  at  the  OSC,  the 
Special  Counsel  opined  that  complaints  are  "disturbed"  when 
they  come  to  OSC,  implying  that  the  statistics  are  skewed  by 
frivilous  complaints.   She  defended  her  staff  as  sensitive 
and  caring  towards  their  disturbed  clientele.   As  one  of 
those  disturbed  people,  I  took  particular  offense  at  this 
characterization,  although  I  must  admit  that  if  one  isn't 
disturbed  before  they  get  to  OSC,  they  will  surely  be  after 
getting  worked-over  by  the  "caring"  OSC  staff.   Her  remarks 
suggest  a  woefully  inadequate  understanding  of  how  reprisal 
is  executed  and  its  impact  on  the  victim.   I  was  equally 
dismayed  by  Mr.  Hoyer's  remarks  that  managers  need  to  be 
able  to  get  rid  of  rionperforming  employees.   He  did  not 


304 


explain  the  nexus  between  his  remark  and  the  WPA,  but  one 
could  infer  that  it  alluded  to  the  increasingly  common 
stereotype  of  whistleblowers  as  people  trying  to  mask  their 
own  incompetence  by  hiding  behind  the  WPA.   Whistleblowers 
do  not  cry  "reprisal"  any  more  than  women  cry  "rape"  in 
order  deflect  attention  from  their  own  conduct.   Nobody  asks 
to  be  retaliated  against  for  exposing  wrongdoing. 
Thankfully,  modern  rape  laws  recognize  that  what  matters  is 
the  perpetrator^s  conduct  and  motives,  not  the  victims'.   The 
WPA  should  do  the  same.   Agencies  have  broad  powers  to  deal 
with  nonperformers,  and  if  they  lack  the  guts  to  take  timely 
action  according  to  the  rules  written  by  Congress,  they  have 
no  right  to  disparage  the  victims  of  their  acts  of  reprisal. 
I  know  Mr.  Hoyer  did  not  intend  disrespect  towards 
whistleblowers,  and  I  do  hope  he  clarifies  the  meaning  of 
his  remarks  for  the  record. 

Now  for  specifics.   The  OSC  simply  has  too  much  discretion 
in  determining  whether  or  not  to  investigate  or  prosecute  a 
complaint  of  reprisal  under  the  WPA.   I  do  not  need  to 
restate  the  criticisms  set  forth  in  the  General  Accounting 
Office's  (GAO)  recent  report  on  the  OSC  (GGO-GGD-93-3 )  in 
which  they  found  that  proving  reprisal  remains  inordinately 
difficult.   This  report  was  merely  the  lastest  in  a  series 
critical  of  the  OSC  since  its  creation  in  1979.   The  1989 
revisions  to  the  WPA  have  done  nothing  to  affect  the  outcome 
of  complaints,  as  shown  in  GAO's  statistics. 
I   am  not  a  legal  expert.   I  can  not  competently  speak  to 
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whether  the  problem  is  with  the  WPA  itself  or  how  it  is 
interpreted  by  the  OSC,  but  I  suspect  it's  the  latter.   I 
hope  further  attention  will  be  paid  to  GAO's  finding  that 
complainants  have  a  better  chance  of  prevailing  on  appeal  to 
the  MSBP.   Unfortunately,  this  is  a  daunting  prospect  for 
most  complainants  like  me,  the  "low-level  munchkins"  who  do 
the  agencies  business  and  have  intimate  knowledge  of  where 
waste  and  abuse  occur.   The  MSPB  is  an  administrative  court 
where  legal  representation  is  almost  mandatory  for  the 
complainant  to  stand  a  chance  against  the  defending  agency's 
legal  cadre.   However,  few  can  afford  the  high  fees  required 
by  attorneys.   As  a  result,  few  cases  even  get  to  the  MSPB 
for  a  full  hearing  on  the  issues.  A  pitifully 

small  number  of  WPA  cases  have  been  decided  by  the  Board,  so 
case  precedents  are  sorely  lacking. 
I  recommend  the  following  to  improve  enforcement  of  the  WPA: 

1.  Establish  the  legal  criteria  for  making  a  prima  facie 
case  of  reprisal,  similar  to  that  provided  under 
antidiscrimination  laws. 

2.  Establish  an  interim  relief  provision  to  protect 
whistleblowers  from  on-going  reprisal  once  the  prima  facie 
test  is  met,  including  mandatory  detail  outside  the 
retaliators'  reach. 

3.  Establish  standards  of  adequacy  for  investigating 
complaints  that  meet  the  prima  facie  test. 

4.  Permit  the  complainant  to  examine  the  investigative  file 
and  rebut  the  agency's  explanation  of  the  events.   Under 
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current  procedures,  the  complainant  can  not  challege  the 
agency's  reasons  as  pretext.  The  OSC  is  thus  a  kangaroo 
court,  denying  due  process  to  both  parties. 

5.  The  motives  or  past  conduct  of  the  complainant  should 
not  have  any  bearing  on  determining  whether  reprisal 
occurred.   Agencies  are  fully  equipped  to  deal  with 
misconduct  or  nonperforming  employees  under  civil  service 
procedures.   Failure  to  do  so  should  be  construed  as  adverse 
to  the  agency  rather  than  the  complainant. 

6.  Agencies  must  be  required  to  take  disciplinary  action 
against  perpetrators  of  reprisal;  they  should  not  be 
allowed  to  cheat  the  hangman  by  retiring.   In  the  sexual 
harassment  arena.  Federal  officers  may  be  held  personally 
liable  for  damages,  in  the  view  of  some  courts.   Reprisal 
should  be  seen  in  the  same  light. 

7.  Victims  of  reprisal  should  be  provided  legal  assistance 
to  level  the  playing  field  before  the  MSPB.   After  all,  if 
they  saved  the  government  money  by  exposing  waste  and  suffer 
as  a  result,  the  Government  should  help  bear  the  cost  of 
pursuing  relief. 

8.  Agencies  should  be  required  to  annually  inform  employees 
of  their  rights  under  the  WPA  and  to  train  their  workforce 
as  they^now  to  prevent  sexual  harassment. 

9 .  Agency  Inspectors  General  should  carry  more  of  the 
burden  of  protecting  whistleblowers.   The  OSC  will  never 
have  enough  staff, _ and  agency  IG's  can  act  faster.   If  the 
OSC  is  unable  or  unwilling  to  do  the  job,  abolish  the  agency 


307 


and  transfer  investigative  and/or  enforcement  powers  to 
agency  IG's.   If  agencies  did  a  more  conscientious  job 
dealing  with  misconduct,  be  it  reprisal  or  sexual 
harassment,  the  burden  on  other  "due  process"  agencies  would 
be  minimized. 

10.   The  OSC  should  publish  its  rules  for  handling 
complaints  under  the  WPA  in  the  Federal  register. 
In  closing,  let  me  state  that  Congress  must  send  a  stronger 
message  that  reprisal  will  not  be  tolerated  by  holding 
agency  heads  personally  accountable.   Members  can  not 
continue  to  go  on  TV  waiving  $600  screwdrivers,  racking  up 
political  brownie  points  and  handing  out  golden  fleece 
awards  while  the  person  who  exposed  the  whole  thing  is  left 
out  on  a  limb  while  the  agency  revs  up  the  chains aw. 
I  thank  you  for  your  kind  attention  to  my  statement. 

n 


RITA  PEREZ  RICHARDSON 
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Thursday,  March  25,  1993. 

BOISE  CASCADE  OFFICE  PRODUCTS 
WITNESSES 


JOHN  PHILLIPS 
MARK  WEIR 


INTRODUCTION 


Mr.  HoYER.  Mr.  John  Phillips. 

Mr.  Phillips.  Mr.  Chairman,  I  have  brought  with  me  Mark  Weir. 

Mr.  HoYER.  How  are  you,  sir? 

Mr.  Phillips.  I  am  the  general  manager  of  Boise  Cascade  Office 
Products,  Baltimore-Washington  Distribution  Center,  which  is  lo- 
cated in  Columbia,  in  that  fine  State  of  Maryland. 

I  would  like  to  read  from  my  prepared  testimony  if  I  may. 

Mr.  HoYER.  Certainly. 

Statement  of  John  Phillips 

Mr.  Phillips.  Boise  Cascade  appreciates  the  opportunity  to  ex- 
press our  thoughts  today  on  opportunities  to  create  more  jobs  for 
the  physically  challenged. 

As  background,  Boise  Cascade  Corporation,  Office  Products  Dis- 
tribution Division  serves  as  a  national  distributor  of  office  prod- 
ucts, with  a  specialty  in  Just-In-Time  distribution  approaches  de- 
signed to  lower  the  total  cost  of  operations. 

In  this  regard,  our  involvement  with  the  National  Industries  for 
the  Blind  and  Severely  Handicapped  has  included  the  distribution 
of  items  on  a  direct  basis  to  government  agencies  since  1985.  And 
until  1991,  a  reinterpretation  of  the  Javitz-Wagner-O'Day  Act, 
Boise  Cascade  purchased  a  wide  variety  of  these  items  manufac- 
tured by  the  physically  challenged  on  a  direct  basis  and  that  was 
from  the  Industries  for  the  Blind  and  Severely  Handicapped  work- 
shops. 

This  matter  comes  to  mind  now,  Mr.  Chairman,  with  the  recent 
publication  of  a  report  from  the  General  Accounting  Office  entitled 
"Increased  Direct  Delivery  of  Supplies  Could  Save  Millions."  This 
report  states  that  GSA  could  save  agencies  over  $100  million  annu- 
ally through  more  direct  shipments  of  orders  and  reduction  of  in- 
ventory. 

What  that  implies,  we  believe,  is  that  agencies  are  overpaying 
currently  for  Javitz-Wagner-O'Day  Act  items,  because  of  the  under- 
utilization  of  direct  deliveries.  As  a  result,  sales  of  items  manufac- 
tured by  the  physically  challenged  may  be  lower  than  they  would 
be  if  direct  delivery  systems  were  implemented  on  the  same  inten- 
sive basis  as  they  are  in  the  private  sector. 

Mr.  Chairman,  Boise  Cascade,  as  well  as  other  private  sector  con- 
tract stationers,  wants  to  support  the  Javitz-Wagner-O'Day  Act 
through  the  Just-In-Time  systems  developed  over  the  past  20  years. 
However,  the  1991  reinterpretation  of  the  Javitz-Wagner-O'Day 
Act  impedes  this  process.  Where  prior  to  1991,  we  could  buy  JWOD 
items  direct  from  the  workshops  at  competitive  prices,  we  must 
now  buy  them  directly  from  GSA  on  a  noncompetitive  basis.  The 
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result  is  a  lack  of  competition  in  the  Federal  Government  distribu- 
tion channel.  And  physically  challenged  workers  lose  opportunities 
in  that  process. 

Mr.  Chairman,  we  ask  you  to  carefully  consider  expanding  oppor- 
tunities for  direct  deliveries  of  JWOD  items  by  encouraging  Just- 
In-Time  contracting  of  these  items  on  competitive  solicitation.  By 
doing  so,  more  opportunities  will  be  created  while  also  lowering  the 
costs  of  operating  within  agencies  along  with  improving  customer 
satisfaction. 

Mr.  HoYER.  Thank  you  very  much.  You  may  be  sure  that  we  will 
give  careful  attention  to  that.  Obviously,  as  you  know,  I  am  par- 
ticularly interested  in  making  sure  that  we  do  not  discriminate  or 
have  policies  which  undermine  affirmative  action  policies  as  it  re- 
lates to  those  with  disabilities,  and  we  will  certainly  keep  this  in 
mind  as  we  mark  up  our  bill. 

Thank  you. 

Mr.  Phillips.  Thank  you  very  much. 

[The  statement  of  Mr.  Phillips  follows:] 
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Office  Products  Boise  Cascade 

1307  Dolley  Madison  Boulevard  March  25,    1993 

Suite  3A 

McLean,  Virginia  22101 

703/761-3080 

Testimony  Before  the  SubcoTninittee  on  Treasury, 
Postal  Service,  and  General  Government  Appropriations 


Dear  Mr.  Chairman: 

Boise  Cascade  appreciates  the  opportunity  to  express  our  thoughts 
today  on  opportunities  to  create  more  jobs  for  the  physically 
challenged. 


As  background,  Boise  Cascade  Corporation,  Office  Products  Distribution 
Division  serves  as  a  national  distributor  of  office  products,  with 
a  specialty  in  Just-In-Time  distribution  approaches  designed  to 
lower  the  total  cost  of  operations. 

In  this  regard,  our  Involvement  with  the  National  Industries  for 
the  Blind  and  Severely  Handicapped  has  included  the  distribution 
of  items  on  a  direct  basis  to  government  agencies  since  1985. 
And  until  a  1991  reinterpretatlon  of  the  Javitz  Wagner  O'Day 
Act,  Boise  Cascade  purchased  a  wide  variety  of  items  manufactured 
by  the  physically  challenged  on  a  direct  basis. 

This  matter  comes  to  mind  now,  Mr.  Chairman,  with  the  recent 
publication  of  a  report  from  the  General  Accounting  Office 
entitled  "Increased  Direct  Delivery  of  Supplies  Could  Save 
Millions".   This  report  states  that  GSA  could  save  agencies 
over  $100  million  annually  through  more  direct  shipments  of 
orders  and  reduction  of  inventory.   What  this  implies,  we  believe, 
is  that  agencies  are  overpaying  for  Javitz  Wagner  O'Day  Act  items 
because  of  the  underutllizatlon  of  direct  deliveries.   As  a  result, 
sales  of  items  manufactured  by  the  physically  challenged  may  be 
lower  than  they  would  be  if  direct  delivery  systems  were  Implemented 
on  the  same  intensive  basis  as  they  are  in  the  private  sector. 

Mr.  Chairman,  Boise  Cascade,  as  well  as  other  private  sector  contract 
stationers,  wants  to  support  the  Javitz  Wagner  O'Day  Act  through 
the  Just-In-Time  systems  developed  over  the  past  twenty  years. 
However,  the  1991  reinterpretatlon  of  the  Javitz  Wagner  O'Day  Act 
impedes  this  process.  Where  prior  to  1991,  we  could  buy  JWOD 
items  direct  from  the  workshops  at  competitive  prices,  we  must  now 
buy  them  from  GSA  on  a  non-competitive  basis.   The  result  is  a  lack 
of  competition  in  the  federal  government  distribution  channel.   And 
physically  challenged  workers  lose  opportunities  in  the  process. 

Mr.  Chairman,  we  ask  you  to  carefully  consider  expanding  opportunities 
for  direct  deliveries  of  JWOD  items  by  encouraging  Just-In-Tlme 
contracting  of  these  items  on  competitive  solicitations.   By  doing 
so,  more  opportunities  will  be  created  while  also  lowering  the  costs 
of  operating  within  agencies  along  with  improving  customer  satisfaction. 
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Thursday,  March  25,  1993. 
PLANNED  PARENTHOOD  FEDERATION  OF  AMERICA,  INC. 

WITNESS 
BRENDA  COOPER 

INTRODUCTION 

Mr.  HoYER.  Brenda  Cooper  from  Planned  Parenthood  Federation 
of  America. 
Ms.  Cooper.  Thank  you. 
Mr.  HoYER.  Nice  to  have  you  with  us. 

Statement  of  Brenda  Cooper 

Ms.  Cooper.  I  am  glad  to  be  here.  My  name  is  Brenda  Cooper 
and  I  am  vice  president  of  Planned  Parenthood  of  Metropolitan 
Washington.  I  am  here  today  on  behalf  of  Planned  Parenthood  of 
Metropolitan  Washington,  as  well  as  Planned  Parenthood  Federa- 
tion of  America  to  testify  in  support  of  allowing  abortion  services 
to  be  included  once  again  as  an  option  in  the  Federal  Employees 
Health  Benefits  Plan. 

Abortion  services  are  basic  to  women's  reproductive  health  care 
and  should  be  treated  as  an  integral  component  of  women's  health 
care.  It  appears  that  President  CHnton  agrees  since  he  pledged 
during  the  campaign  to  include  abortion  services  under  any  nation- 
al health  care  plan. 

But  Federal  employees  have  been  discriminated  against  in  this 
regard  since  fiscal  year  1983,  when  Congress,  at  the  urging  of  the 
previous  administration,  first  attached  the  Ashbrook  amendment 
to  the  Treasury  appropriations  bill. 

It  bans  the  use  of  any  Federal  funds  to  pay  for  administrative 
expenses  in  connection  with  any  health  plan  under  the  FEHBP 
that  includes  coverage  of  abortion  services,  except  where  necessary 
to  save  a  woman's  life. 

The  Ashbrook  amendment  has  been  attached  to  every  Treasury 
appropriations  bill  from  fiscal  year  1984  on.  It  is  time,  as  the 
Nation  considers  major  health  care  reform  proposals  for  all  its  citi- 
zens, to  restore  to  Federal  employees  the  right  to  negotiate  basic 
health  benefits  for  themselves. 

At  PPMW,  we  provide  the  full  range  of  contraceptive  services 
and  information  to  30,000  patients  per  year.  We  also  provide  abor- 
tion services  to  5,000  women  annually,  many  of  them  Federal  em- 
ployees. 

I  am  here  today  mainly  on  their  behalf  to  represent  the  many 
women  who  work  for  the  Federal  Government  or  who  are  depend- 
ents of  Federal  employees  to  make  the  case  for  those  who,  because 
of  the  deeply  personal  and  private  nature  of  the  decision  to  have 
an  abortion,  cannot  speak  in  public  for  themselves. 

Here  in  Washington,  the  FEHBP  is  the  insurer  for  approximate- 
ly half  the  total  population.  Therefore,  the  impact  of  the  abortion 
exclusion  is  felt  more  acutely  in  this  city  than  perhaps  anyplace 
else  in  the  country. 
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When  the  FEHBP  last  included  abortion  coverage  in  the  early 
1980s,  approximately  17,000  abortions  were  financed  under  the 
plan  for  the  9  million  civil  servants  eligible.  Of  the  120  separate 
health  insurance  plans  administerd  under  the  FEHBP  at  that  time, 
95  included  coverage  for  abortion  services.  As  with  other  employer- 
employee  health  insurance  programs,  employers  and  employees 
share  the  costs  of  providing  health  insurance  under  FEHB-adminis- 
tered  plans. 

Proponents  of  the  abortion  ban  have  argued  that  it  is  necessary 
in  order  to  "get  the  government  out  of  the  abortion  business"  and 
to  save  the  cost  of  partially  subsidizing  the  abortion  services  them- 
selves. They  neglect  the  fact  that  health  insurance  is  a  component 
of  the  total  compensation  that  is  earned  by  Federal  workers.  More- 
over, restricting  this  earned  employee  benefit  can  result  in  signifi- 
cant hardship  to  many  individuals  and  their  families  and  potential- 
ly increases  the  costs  to  the  government  of  all  medical  care  for  Fed- 
eral workers. 

In  1989,  nearly  one-third  of  all  General  Schedule  employees 
earned  less  than  $20,000;  women  employees  are  disproportionately 
represented  among  the  lower  income  workers.  The  average  cost  of 
a  first-trimester,  clinic  abortion  with  local  anesthesia  is  about  $250. 
The  cost  rises  dramatically  for  later  abortions  or  abortions  per- 
formed in  a  hospital. 

Therefore,  the  financial  burden  of  paying  for  the  abortion  pri- 
vately can  be  severe,  particularly  if  the  Federal  employee  is  the 
sole  wage-earner  and  has  other  family  members  to  support.  For 
those  women  who  simply  cannot  afford  to  pay  for  the  abortion  pri- 
vately and  are  forced,  out  of  financial  necessity,  to  carry  their  un- 
intended pregnancy  to  term,  the  costs  to  insurers  related  to  preg- 
nancy and  childbirth  are  many  times  greater  than  the  costs  associ- 
ated with  covering  the  provision  of  abortion. 

Perhaps  most  important,  however,  is  the  matter  of  fairness  and 
equity.  At  the  time  the  Ashbrook  amendment  first  arose  as  a  con- 
troversy, virtually  all  the  major  unions  representing  Federal  em- 
ployees strenuously  opposed  it.  We  expect  of  help  this  year  as  well. 

Mr.  Chairman,  there  simply  is  no  justification  for  Congress  to 
continue  to  insist  that  Federal  employees  cannot  negotiate  of  own 
health  care  benefit  packages,  I  strongly  urge  you  to  oppose  any  ef- 
forts to  include  the  abortion  amendment  on  this  year's  Treasury 
appropriations  bill.  President  Clinton  seems  to  share  this  position. 

He  wrote  in  his  book,  Putting  People  First,  that  he  would  sign 
the  Reproductive  Health  Equity  Act  into  law,  which  would  have 
the  effect  of  nullifying  the  abortion  amendment  as  well  as  many 
other  restrictions  imposed  by  Congress  over  the  past  decade  or  so. 

Abortion  remains  a  legal  right  in  this  country,  Mr.  Chairman, 
despite  the  efforts  of  zealots  to  threaten  women  and  health  care 
providers  with  violence  and  intimidation.  It  also  remains  a  basic 
health  service  that  over  a  million  American  women  turn  to  every 
year  when  they  face  the  crisis  of  an  unintended  pregnancy. 

Our  country  is  now  getting  around  to  recognizing  that  health 
care  itself  should  be  a  basic  right  for  all  Americans.  Let  the  Feder- 
al Government  begin  by  example;  let  Federal  employees  have  the 
option  to  cover  all  of  women's  reproductive  health  care. 
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Mr.  HoYER.  Thank  you  very  much,  Ms.  Cooper,  for  your  testimo- 
ny. We  appreciate  it  and  you  have  been  very  helpful  to  the  Com- 
mittee. 

Ms.  Cooper.  Thank  you. 

[The  statement  of  Ms.  Cooper  follows:] 
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Thank  you  Mr.  Chairman.    My  name  is  Brenda  Cooper  and  I  am  Vice 
President  of  Planned  Parenthood  of  Metropolitan  Washington  (PPMW).   I  am 
here  today  on  behalf  of  PPMW  as  well  as  Planned  Parenthood  Federation  of 
America  to  testify  in  support  of  allowing  abortion  services  to  be  included  once 
again  as  an  option  in  the  Federal  Employees  Health  Benefits  Plan  (FEHBP). 
Abortion  services  are  basic  to  women's  reproductive  health  care  and  should  be 
treated  as  an  integral  component  of  women's  health  care.    It  appears  that 
President  Clinton  agrees  -  since  he  pledged  during  the  campaign  to  include 
abortion  services  under  any  national  health  care  plan.   But  federal  employees 
have  been  discriminated  against  in  this  regard  since  FY  1983,  when  Congress, 
at  the  urging  of  the  previous  administrations,  first  attached  the  Ashbrook 
amendment  to  the  Treasury  appropriations  bill.    It  bans  the  use  of  any  federal 
funds  to  pay  for  administrative  expenses  in  connection  with  any  health  plan 
under  the  FEHBP  that  includes  coverage  of  abortion  services,  except  where 
necessary  to  save  a  woman's  life.   The  Ashbrook  amendment  has  been  attached 
to  every  Treasury  appropriations  bill  from  FY  1984  on.    It  is  time,  as  the 
nation  considers  major  health  care  reform  proposals  for  all  its  citizens,  to 
restore  to  federal  employees  the  right  to  negotiate  basic  health  benefits  for 
themselves. 
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At  PPMW,  we  provide  the  full  range  of  contraceptive  services  and 
information  to  30,000  patients  per  year.   We  also  provide  abortion  services  to 
5000  women  annually,  many  of  them  federal  employees.    I  am  here  today 
mainly  on  their  behalf  —  to  represent  the  many  women  who  work  for  the 
federal  government  or  who  are  dependents  of  federal  employees  ~  to  make  the 
case  for  those  who,  because  of  the  deeply  personal  and  private  nature  of  the 
decision  to  have  an  abortion,  cannot  speak  in  public  for  themselves. 

Here  in  Washington,  the  FEHBP  is  the  insurer  for  approximately  half  the 
total  population.   Therefore,  the  impact  of  the  abortion  exclusion  is  felt  more 
acutely  in  this  city  than  perhaps  anyplace  else  in  the  country. 

When  the  FEHBP  last  included  abortion  coverage  in  the  early  1980s, 
approximately  17,000  abortions  were  financed  under  the  plan  for  the  9  million 
civil  servants  eligible.    Of  the  120  separate  health  insurance  plans  administered 
under  the  FEHBP  at  that  time,  95  included  coverage  for  abortion  services.   As 
with  other  employer-employee  health  insurance  programs,  employers  and 
employees  share  the  costs  of  providing  health  insurance  under  FEHB- 
administered  plans. 

Proponents  of  the  abortion  ban  have  argued  that  it  is  necessary  in  order 
to  "get  the  government  out  of  the  abortion  business"  and  to  save  the  cost  of 
partially  subsidizing  the  abortion  services  themselves.   They  neglect  the  fact 
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that  health  insurance  is  a  comf>onent  of  the  total  compensation  that  is  earned  by 
federal  workers.   Moreover,  restricting  this  earned  employee  benefit  can  result 
in  significant  hardship  to  many  individuals  and  their  families  and  potentially 
increases  the  costs  to  the  government  of  medical  care  for  federal  workers. 

In  1989,  nearly  one-third  of  all  General  Schedule  employees  earned  less 
than  $20,000;  women  employees  are  disproportionately  represented  among  the 
lower  income  workers.   The  average  cost  of  a  first-trimester,  clinic  abortion 
with  local  anesthesia  is  about  $250.   The  cost  rises  dramatically  for  later 
abortions  or  abortions  performed  in  a  hospital.   Therefore,  the  financial  burden 
of  paying  for  the  abortion  privately  can  be  severe,  particularly  if  the  federal 
employee  is  the  sole  wage-earner  and  has  other  family  members  to  support. 
For  those  women  who  simply  caimot  afford  to  pay  for  the  abortion  privately 
and  are  forced,  out  of  financial  necessity,  to  carry  their  unintended  pregnancy 
to  term,  the  costs  to  insurers  related  to  pregnancy  and  childbirth  are  many  times 
greater  than  the  costs  associated  with  covering  the  provision  of  abortion. 

Perhaps  more  important,  however,  is  the  matter  of  fairness  and  equity. 
At  the  time  the  Ashbrook  amendment  first  arose  as  a  controversy,  virtually  all 
the  major  unions  representing  federal  employees  strenuously  opposed  it.   This 
included  the  American  Federation  of  Government  Employees,  American  Postal 
Workers  Union,  National  Association  of  Govenmient  Employees,  National 
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Association  of  Letter  Carriers,  National  Federation  of  Federal  Employees  and 
the  National  Treasury  Employees  Union. 

At  that  time,  they  argued  that  FEHB  coverage  is  compensation  earned  by 
the  federal  worker  and  not  federal  payment  for  abortions.   The  ban  arbitrarily 
reduces  the  compensation  package  which  effectively  reduces  net  wages.    All 
this  remains  true  today,  while  wages  for  federal  workers  continue  to  lag  behind 
cost  of  living  increases  in  the  private  sector.   In  addition,  the  abortion 
prohibition  interferes  with  the  collective  bargaining  rights  of  federal  employees. 
The  executive  director  of  the  Public  Employees  Department  of  the  AFL-CIO 
wrote  to  Congress  opposing  the  abortion  ban  saying  that  until  the  ban  was 
imposed,  "government  ha[d]  little  involvement  in  the  FEHB  beyond  negotiating 
the  level  of  benefits  and  administering  the  Plans  funds.   The  Ashbrook 
amendment...  represents  an  unwarranted  injection  of  the  Congress  into  the 
process  —  by  authorizing  the  Congress  to  decide  what  benefits  will  be  offered." 

Mr.  Chairman,  there  simply  is  no  justification  for  Congress  to  continue  to 
insist  that  federal  employees  cannot  negotiate  their  own  health  care  benefits 
packages.    I  strongly  urge  you  to  oppose  any  efforts  to  include  the  Ashbrook 
amendment  on  this  year's  Treasury  appropriations  bill.   President  Clinton  seems 
to  share  this  position.    He  wrote  in  his  book.  Putting  People  First,  that  he 
would  sign  the  Reproductive  Health  Equity  Act  into  law,  which  would  have  the 
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effect  of  nullifying  the  Ashbrook  amendment,  among  many  other  abortion 
funding  restrictions  imposed  by  Congress  over  the  last  decade  or  so. 

Abortion  remains  a  legal  right  in  this  country,  Mr.  Chairman,  despite  the 
best  efforts  of  zealots  to  threaten  women  and  health  care  providers  with 
violence  and  intimidation.   It  also  remains  a  basic  health  service  that  over  a 
million  American  women  turn  to  every  year  when  they  face  the  crisis  of  an 
unintended  pregnancy.    Our  country  is  now  getting  aroimd  to  recognizing  that 
health  care  itself  should  be  a  basic  right  for  all  Americans.   Let  the  federal 
government  begin  by  example;  let  federal  employees  have  the  option  to  cover 
all  of  women's  reproductive  health  care. 
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Thursday,  March  25,  1993. 

LOYOLA  MARYMOUNT  UNIVERSTIY 

WITNESS 
FATHER  THOMAS  P.  O'MALLEY,  S.J.,  PRESIDENT 

INTRODUCTION 

Mr.  HoYER.  Father  O'Malley,  we  are  going  to  go  to  you. 

Father  O'Malley,  we  will  include  your  entire  statement  in  the 
record  at  this  time,  and  you  may  proceed  for  five  minutes  in  such 
manner  as  you  deem  appropriate. 

Statement  of  Father  O'Malley 

Father  O'Malley.  Thank  you,  Mr.  Chairman  and  members  of  the 
committee,  staffers.  I  am  grateful  to  you,  first  of  all,  for  the  oppor- 
tunity to  be  here  this  morning,  and/or  rather  this  afternoon,  I 
guess  it  is. 

Mr.  HoYER.  You  are  right. 

Father  O'Malley.  I  also  want  to  thank  the  subcommittee  for  the 
$4  million  appropriation  given  to  the  Loyola  Marymount  Universi- 
ty in  1991,  the  appropriations  bill  of  1991  for  the  International 
Business  Center  that  Loyola  Marymount  is  planning. 

We  have  had  to  go  through  a  great  deal  of  fury  and  zoning  proc- 
esses out  in  the  city  of  Los  Angeles,  which  has  been  very  demand- 
ing, but  we  hope  to  break  ground  for  our  new  access  road  at  the 
end  of  the  month  of  April  and  to  break  ground,  we  hope,  for  the 
International  Business  Center  in  January,  1994. 

The  word  international  is  very  appropriate,  because  in  the  city  of 
Los  Angeles,  we  look  not  only  towards  the  Pacific  Rim  but  also  to- 
wards Latin  America  and  most  specifically  towards  our  neighbor, 
Mexico.  And  so  the  training  both  of  undergraduates  and  of  MBA 
students  has  an  international  component. 

For  example,  in  the  training  of  MBA  people,  the  comparative 
manufacturing  systems  students  go  off  to  the  Far  East  to  see  how 
the  automobile  industry  runs  there.  They  go  to  what  used  to  be  the 
Iron  Curtain  in  the  summer  before  last.  We  also  have  an  enormous 
opportunity  at  least  for  students  to  learn  foreign  languages. 

I  assumed  the  position  of  President  of  Loyola  Marymount  Uni- 
versity in  the  summer  of  1991  and  since  that  time,  of  course,  we 
have  seen  our  competitiveness  continue  to  stagger  and  even  more 
so,  the  downsizing  of  our  industries  is  very — causes  a  good  deal  of 
anxiety  to  people  who  are  in  colleges  and  preparing  young  folks 
and  also  to  the  country's  welfare. 

So  it  is  necessary,  therefore,  that  we  have  programs  that  really 
train  undergraduate  and  MBA  candidates  towards  the  necessity  of 
being  internationally  competitive  in  business.  This  is  a  very  high 
tech  facility.  It  has  simultaneous  translation  facilities,  it  has  inter- 
active, computers  and  it  will  be  of  course  part  of  our  whole  net- 
work. The  whole  campus  is,  I  am  glad  to  say,  wired  by  fiber-optics 
cables,  including  the  dormitories,  classroom  buildings  and  faculty 
offices. 
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Through  the  Center  for  International  Business  Studies,  we  hope 
to  find  some  solutions  to  the  challenges  in  trade  that  the  country 
faces  and  the  exporters  bases  that  we  have  in  the  three-county 
area  of  Los  Angeles,  Ventura  and  Santa  Barbara,  and  we  hope  to 
be  able  to  obtain  assistance  in  the  process  of  exporting. 

Through  its  education  and  training  facilities,  the  Center  for 
International  Business  Studies  will  address  a  broad  spectrum  of  the 
international  trade  deficit  and  competitiveness  problems.  This 
building  has  expanded  a  great  deal  from  the  time  when  we  first 
made  a  proposal,  and  so  it  is  now  a  $21  million  facility. 

We  think  it  is  going  to  be,  in  the  short  term,  an  enormous  stimu- 
lus to  the  construction  industry  in  Los  Angeles,  which  is  to  put  it 
mildly,  torpid  at  the  moment,  but  of  course  it  is  not  simply  the  one- 
shot  construction  industry  infusion  that  will  be  significant,  it 
rather  is  the  human  capital  of  the  future,  so  to  speak,  that  it  is 
most  important. 

Mr.  Chairman,  I  believe  that  the  continuing  support  of  your  sub- 
committee in  the  development  of  this  facility  is  really  vital  to  the 
Los  Angeles  county  area  and  to  our  ability  to  carve  out  a  segment 
of  undergraduate  and  MBA  education  that  will  be  a  significant 
help  to  the  country  as  a  whole. 

Loyola  Marymount  University  draws  students  from  California, 
from  Arizona,  from  Hawaii  and  from  45  other  states,  as  well  as  a 
number  of  students  from  foreign  countries.  We  are  largely  an  un- 
dergraduate institution  with  a  very  important  MBA  program. 

We  represent  40  percent  minorities  among  our  undergraduate 
enrollment,  something  that  we  are  very  pleased  with.  We  therefore 
respectfully  request  $5.5  million  in  Federal  funding.  Your  leader- 
ship and  support  are  deeply  appreciated  by  the  entire  Loyola  Mary- 
mount  University  community  and  I  think  this  center  will  pay  enor- 
mous dividends  for  the  country  as  a  whole. 

Mr.  HoYER.  Thank  you  very  much.  Father.  We  are  asking  of  all, 
as  you  heard,  persons  and  organizations  and  institutions  that  are 
requesting  appropriations  to  answer  to  fill  some  questions.  If  you 
will  submit  the  answers  to  us,  I  would  appreciate  it. 

You  have  answered  some  of  the  questions  in  your  written  testi- 
mony. To  the  extent  you  have  not,  if  you  might  amplify  those  ques- 
tions, we  appreciate  it. 

Father  O'Malley.  Sure.  I  thank  you  very  much. 

[The  statement  of  Father  O'Malley  follows:] 
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Office  of  the  President 


April    8,    1993 


Ms.  Jennifer  Mummert 

Administrative  Aide 

Subcommittee  on  Treasury,  Postal  Service 

and  General  Government 
Committee  on  Appropriations 
U.S.  House  of  Representatives 
Washington,  D.c.  20515-6028 

Dear  Ms.  Mummert: 

Listed  below  are  my  responses  to  the  questions  posed  during  my 
testimony  before  the  House  Subcommittee  on  Treasury,  Postal  Service 
and  General  Government  on  March  25,  1993. 

1.  What  organization  would  be  the  recipient  of  the  federal  funds 
requested? 

Loyola  Marymount  University. 

2.  How  much  money  are  you  requesting  from  this  subcommittee  for  FY 

1994? 

$5.5  million. 

3 .  What  would  these  funds  be  used  for? 

To  continue  construction  of  the  facility  for  the  University's 
Center  for  International  Business  Studies. 

4.  What  is  the  federal  purpose  of  the  specific  project  for  which 
this  organization  is  requesting  funds  from  this  subcommittee? 

The  purpose  of  Loyola  Marymount  University's  Center  for 
International  Business  Studies  is  to  serve  as  a  model  facility 
which  will  focus  on  programs  that  provide  detailed  information 
and  training  in  international  commerce.  The  federal  purpose  of 
this  project  is  to  serve  as  a  model  for  future  facilities  which 
will  focus  on  programs  which  will  assist  business  and  students 
by  providing  detailed  information  and  training  specific  to 
international  cultures  and  markets. 


Loyola  Marymount  University 

Los  Angeles.  California  9004S        (310)338-2775 
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5.  What  will  be  the  ongoing  federal  operations  at  the  facility  or 
program  involved  once  it  is  operational? 

The  federal  government  will  not  have  any  obligation  for  the 
operation  of  the  Center.   There  will  be  training  programs  and 
informational  services  which,  in  the  future,  would  certainly  be 
available  to  federal  agencies  and  employees,  but  the  university 
does  not  envision  requesting  operating  funds  for  the  Center. 

6.  Are  you  requesting  any  funds  for  non-construction  purposes?  If 

yes,  what  would  these  funds  be  used  for? 

No. 

7.  What  is  the  total  expected  cost  of  the  project?   What 
percentage  of  the  total  cost  of  this  project  would  be  funded  by 
the  federal  government? 

The  total  expected  cost  of  the  project  is  $22,192,000.  It  is 
anticipated  that  approximately  40%  of  the  total  project  cost 
will  be  funded  by  the  federal  government. 

8.  How  much  state,  local  or  private  funds  will  be  used  for  this 
project? 

No  state  or  local  funds  will  be  used  for  this  project. 
Approximately  $12,192,000,  or  roughly  60%  of  the  funds  will 
come  from  private  sources  including  corporations,  foundations, 
and  individuals. 

9.  For  FY  1993,  what  is  the  total  amount  of  federal  funds  that 
this  organization  received,  and  what  activities  were  funded  by 
these  amounts? 

In  FY  1993  the  University  did  not  receive  any  federal  funding. 

10.  Has  the  project  received  federal  funds  in  the  past?   In  what 
fiscal  years  were  those  funds  received  and  how  much? 

Yes.   The  University  received  $4  million  in  FY  1991. 

11.  Are  you  seeking  funds  this  year  from  any  other  federal  source, 
or  any  other  Appropriations  Subcommittee? 

No. 

12.  Will  you  be  seeking  additional  funds  from  this  subcommittee  or 
any  other  Appropriations  Subcommittee  in  the  future? 
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Yes.  We  will  be  seeking  funding  for  construction  purposes  from 
this  subcommittee  in  the  future. 

13.  Is  your  organization  currently  represented  by  any  individual, 
law  firm,  lobbying  firm,  or  other  organization  for  the  purpose 
of  obtaining  federal  funds? 

Yes,  in  addition  to  other  services,  we  have  retained  a  firm  to 
help  Loyola  Marymount  University  deal  with  the  complex 
Executive  and  Legislative  Branch  activities. 

Please  do  not  hesitate  to  contact  me  if  I  can  be  of  further 
assistance. 

Yours  sincerely, 

Thomas  P.  O'Malley,  S.J. 
President 

TPOMibb 
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Mr.  Chainnan,  distinguished  Members  of  the  Subcoimnittee,  I  would  like  to  thank 
you  for  giving  me  the  opportunity  to  testify  before  you  once  again  concerning  the 
initiatives  of  Loyola  Marymount  University  (LMU)  and  its  Center  for  International 
Business  Studies.   I  would  also  like  to  repeat  my  expression  of  gratitude  to  the 
Subcommittee  for  the  $4  million  appropriation  made  on  behalf  of  the  Center  in  the  Fiscal 
Year  1991  appropriations  bill.   Today  I  am  going  to  give  you  an  update  on  the 
development  of  the  Center  and  the  success  it  has  achieved  since  we  last  met. 

As  you  will  recall,  the  Center  for  International  Business  Studies'  mission  is  to 
serve  as  a  model  facility  which  will  focus  on  programs  that  provide  detailed  information 
and  training  in  international  commerce.   The  federal  purpose  of  this  project,  and  its  most 
unique  characteristic,  is  to  serve  as  a  model  for  future  facilities  which  will  focus  on 
programs  which  will  assist  businesses  and  students  by  providing  detailed  information  and 
training  specific  to  international  cultures  and  markets.   The  federal  government  will  not 
have  any  obligation  for  the  operation  of  the  Center.  There  will  be  training  programs  and 
informational  services  which,  in  the  future,  would  certainly  be  available  to  federal 
agencies  and  employees,  but  the  University  does  not  envision  requesting  operating  funds 
for  the  Center.   Future  funds,  like  the  1991  funding,  will  be  used  to  continue  the 
construction  of  the  Center  for  International  Business  Studies  facility. 

Since  I  have  assumed  the  position  of  president  of  Loyola  Marymount  University, 
the  country  has  witnessed  a  staggering  decline  in  economic  growth  which  demonstrates 
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and  highlights  concern  over  U.S.  trade  deficits  and  our  nation's  declining 
competitiveness.   This  concern  has  reached  critical  levels  which  has  necessitated  our 
nation  to  expedite  its  efforts  in  finding  a  solution  to  diis  issue.   In  order  to  successfully 
resolve  these  problems  we  must  arm  ourselves  with  renewed  energy,  enthusiasm, 
intelligence  and  resources.   It  is  my  belief  that  our  Center  is  a  positive  force  in  this 
direction.   We  are  hopeful  for  the  continued  congressional  support  necessary  to  propel 
not  ordy  the  nation's  cities  and  states,  but  to  also  motivate  non-profit  organizations  and 
other  institutions  of  higher  education  forward  into  the  struggle  for  the  United  States  of 
America  to  regain  a  competitive  edge  in  the  international  marke^lace. 

Loyola  Marymount  University  is  dedicated  to  developing  the  Center  for 
International  Business  Studies  as  a  method  of  improving  the  effectiveness  of  U.S. 
education  and  trairung  for  global  economic  competitiveness.    Due  to  the  creative  and 
determined  efforts  of  both  the  faculty  and  the  student  body,  the  still-developing  Center 
has  been  both  self-starting  and  entrepreneurial.    For  example,  the  Center's  formula  in 
teaching  MBA  students  is  to  train  them  to  think  about  business  in  international  terms. 
The  MBA  program  does  not  follow  traditional  textbook  theory,  nor  does  it  exclusively 
focus  on  domestic  business  practices  and  techniques.   Rather,  it  consolidates  data  on 
peoples,  their  cultures,  their  politics,  in  addition  to  information  on  economics,  finance, 
marketing  and  production.   Loyola  Marymount  University's  program  operates  on  the 
philosophy  that  one  cannot  fiiUy  understand  die  success  of  some  nations  in  international 
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economic  competition  unless  one  grasps  the  forces  that  drive  their  people  and  that  these 
forces  are  not  exclusively  economic. 

The  Center  has  identified  opportunities  for  new  associations  to  enhance 
international  competitiveness.   Recently  a  cooperative  program  was  designed  between  the 
Colleges  of  Business  Administration  and  Science  and  Engineering.  The  proposed  degree 
in  Engineering  and  Production  Management  will  concentrate  on  quality  and  profitability 
in  the  globally  competitive  environment. 

Through  its  Center  for  International  Business  Studies,  Loyola  Marymount  is 
helping  to  find  solutions  to  the  United  States'  challenges  in  international  trade,  and  has 
designed  a  comprehensive  plan  that  will  enable  it  to  make  additional  contributions  both  in 
the  immediate  future  and  in  the  years  to  come.   The  Center  for  International  Business 
Studies,  in  cooperation  with  the  Export  Managers  Association,  is  beginning  the 
development  of  an  exporters  data  base  for  the  three-county  area  of  Los  Angeles,  Ventura 
and  Santa  Barbara.   Ultimately,  business  leaders  will  have  the  ability  to  obtain  assistance 
in  the  process  of  exporting.   This  information  will  enhance  U.S.  competitiveness  and  help 
to  reduce  the  nation's  trade  deficits. 

Through  its  education  and  training  activities  and  the  Export  Managers  Association, 
the  Center  for  International  Business  Studies  will  address  a  broad  spectrum  of  the  nation's 
international  trade  deficit  and  competitiveness  problems.   Generations  of  American 
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managers  do  not  believe  in  die  necessity  for  'trade  to  survive'.  Most  do  not  even  think 
about  the  issue.   These  attitudes  need  to  change  -  the  Center  for  International  Business 
Studies  is  prepared  to  help  effect  such  a  change. 

Another  subject  we  have  been  actively  exploring  is  foreign  buyers  and  their  buying 
patterns  in  the  trade  ^ow  environment.   Research  we  are  conducting  reveals  that  if 
foreign  buyers  attend  a  trade  show  they  are  potential  customers  and  consequently  should 
be  seriously  addressed.   How  we  attract  foreign  buyers  and  close  the  sale  is  a  special 
challenge  and  our  research  is  showing  us  how  to  do  it  more  effectively.   This  data  will 
represent  greater  export  growth,  jobs  and  improvement  in  our  own  self  image  on 
competitiveness. 

International  business  has  existed  as  a  field  of  study  for  many  years,  but  has  been 
avoided  by  most  U.S.  students  and  has  been  subjected  to  a  parochial  view  by  many 
faculty.   In  recent  memory,  few  real  leaders  of  international  business  have  emerged  in  the 
United  States.   This  is  not  to  say  tfiat  U.S.  firms  have  not  successfully  gone  international, 
but  the  basis  for  their  success  in  international  business,  usually  product  and  money,  is 
today  being  challenged  by  foreign  firms  with  equal  or  even  greater  strengths  and  vigor. 
Because  business  leaders  in  the  U.S.  are  not  trained  to  aggressively  examine  worldwide 
business  conditions,  altering  maricets,  changing  economic,  social,  cultural  and  political 
conditions  and  to  anticipate  new  opportunities  in  emerging  markets,  U.S.  export  trade 
risks  falling  into  stagnation,  resulting  in  fewer  employment  opportunities. 
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Because  Los  Angeles,  home  to  the  Center  for  International  Business  Studies,  is 
internationally  prominent,  culturally  rich,  and  the  Gateway  to  die  Pacific  Rim,  die  Center 
enjoys  the  benefits  of  being  strategically  located  to  implement  its  initiatives.   Chairman 
Hoyer,  I  need  not  tell  you  that  as  the  nation  and  the  world  enter  the  Age  of  the  Pacific, 
there  is  no  location  more  ideal  than  Los  Angeles.   The  Center  for  International  Business 
Studies  is  in  an  advantageous  position  to  address,  through  the  development  of  managerial 
skills  for  global  competition,  the  problems  of  the  U.S.  in  the  international  maricet.   I  want 
to  take  this  opportunity  to  emphasize  that  language  skills  must  be  combined  with  those 
disciplines  which  will  utilize  them  to  solve  our  national  economic  problems.    One  cannot 
solve  our  problems  by  language  instruction  only,  but  by  providing  the  base  for  economic 
and  cultural  enlightenment  of  future  business  leaders.   Loyola  Marymount  University 
offers  extensive  study  in  numerous  languages  including  Japanese,  Chinese,  and  Russian, 
as  well  as  Spanish,  Modem  Greek,  French,  German  and  Hebrew. 

Unfortunately,  in  recent  memory  our  nation  has  been  entering  a  state  of  global 
economic  competitiveness  decline.   With  the  leadership  of  this  Subcommittee,  we  have 
begun  to  establish  the  Center  for  Intertiational  Business  Studies  as  an  anchor  for  economic 
revitalization  of  our  nation.   Through  generous  past  funding  of  this  Subcommittee,  the 
Center  today  is  recognized  as  a  model  facility  which  wHl  focus  on  programs  that  provide 
detailed  information  and  training  in  international  commerce,  specific  to  other  cultures  and 
markets  and  to  prepare  students  to  think  in  international  terms.   It  stands  as  the  exemplar 


331 


of  how  Federal-university  partnerships  can  contribute  to  the  preservation  and  growth  of 
an  economically-troubled  community. 

Mr.  Chairman,  I  believe  that  the  continuing  support  of  your  Subcommittee  in  the 
development  of  this  focility  is  vital  to  keeping  the  United  States  competitive.   In  its  role 
as  protector  and  standard  setter  for  the  quality  of  federal  facilities  and  accomplishing 
optimum  design  potential  for  those  facilities,  die  General  Services  Administration 
establishes  models  for  institutions  nationwide.   Further  support  of  the  Center  for 
International  Business  Studies  at  Loyola  Marymount  University  will  enable  us  to  continue 
our  establishment  of  a  model  for  this  type  of  Center.   This  can  be  replicated  elsewhere, 
and  its  vital  existence  on  this  campus  will  enhance  the  university's  mission  of  education 
and  international  programs.   Ultimately,  it  will  be  one  of  the  seeds  of  a  revitalized 
economy  for  the  United  States. 

Therefore,  Mr.  Chairman,  we  respectfully  request  $5.5  million  in  federal  fiinding. 
Your  leadership  and  support  are  deeply  appreciated  by  the  entire  Loyola  Marymount 
University  community.   While  I  am  sensitive  to  the  difficult  financial  restraints  facing 
your  Subcommittee  this  fiscal  year,  I  feel  confident  that  further  support  of  the  Center  will 
pay  tremendous  dividends  in  increased  competitiveness  and  magnified  economic 
development  for  our  country  at  a  time  when  it  is  most  needed.   Thank  you,  Mr. 
Chairman. 
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Thursday,  March  25,  1993. 

CHILDREN'S  NATIONAL  MEDICAL  CENTER, 
WASHINGTON,  DC 

WITNESSES 

RAYMOND  S.  SCZUDLO,  CHAIRMAN  OF  THE  BOARD  OF  DIRECTORS 

FRANK  O.  MEEKS,  MEMBER,  CHILDREN'S  HOSPITAL  FOUNDATION  BOARD 

OF  DIRECTORS 
MARTIN  R.  EICHELBERGER,  DIRECTOR,  TRAUMA  SERVICES 

INTRODUCTION 

Mr.  HoYER.  Next  we  will  hear  from  Children's  Hospital. 

Mr.  SczuDLO.  Good  afternoon,  Mr.  Chairman. 

Mr.  HoYER.  How  are  you?  Please  introduce  yourselves.  Your 
entire  testimony  will  be  included  in  the  record.  And  we  are  on  a 
tight  time  schedule,  so  please  highlight  your  testimony  as  you  see 
appropriate. 

Statement  of  Raymond  Sczudlo 

Mr.  Sczudlo.  Yes,  sir,  thank  you  very  much.  Mr.  Chairman,  we 
appreciate  the  opportunity  to  come  before  your  committee  today.  I 
am  Raymond  Sczudlo,  Chairman  of  the  Board  of  Children's  Nation- 
al Medical  Center.  With  me  this  afternoon  are  Mr.  Frank  Meeks, 
who  is  a  member  of  the  board  of  directors  for  the  Children's  Hospi- 
tal Foundation  and  Dr.  Marty  Eichelberger,  who  is  Director  of 
Trauma  Services  at  the  hospital. 

Mr.  Chairman,  on  behalf  of  all  of  us  in  the  Children's  communi- 
ty, I  want  to  thank  you  and  I  want  you  to  know  of  our  deep  appre- 
ciation for  the  support  which  you  and  this  subcommittee  gave  to  us 
in  fiscal  year  1991  in  order  to  support  the  initial  funding  of  the  Na- 
tional Child  Protection,  Trauma  and  Research  Center  at  Children's 
Hospital. 

Because  of  your  generous  leadership  and  assistance,  we  have 
been  able  to  take  a  giant  step  forward  in  making  our  model  center 
a  reality  for  victimized  children. 

In  the  few  moments  we  have  today,  we  would  like  to  give  you  a 
progress  report  on  the  Children's  National  Medical  Center  steward- 
ship of  the  resources  which  Congress  has  provided  to  date  and  to 
let  you  know  the  major  strides  we  have  made  in  attracting  private 
support  for  our  center  through  the  capital  campaign,  and  to  ask 
the  subcommittee's  continued  support  for  the  completion  of  the 
funding  for  the  National  Child  Protection  Trauma  and  Research 
Center  for  fiscal  year  1994. 

To  that  end,  I  have  asked  Mr.  Meeks  to  share  his  perspective  on 
why  this  subcommittee's  continued  investment  in  the  National 
Child  Protection  Trauma  Research  Center  is  critical.  Dr.  Eichel- 
berger will  briefly  describe  some  of  the  efforts  that  Children's  has 
made  to  deal  with  child  victimization  and  I  will  conclude  with  a 
status  report  on  our  capital  campaign,  construction  schedule  and 
remaining  needs. 

Mr.  Meeks. 
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Mr.  Meeks.  Thank  you,  Mr.  Chairman.  I  am  the  owner  of  the 
Washington  area  Domino's  Pizza  stores  and  I  am  also  a  member  of 
the  Children's  Hospital  Foundation  Board.  I  should  mention  at  the 
outset,  the  Children's  National  Medical  Center  is  proud  of  its  na- 
tional identity  and  the  distinguished  history  of  service  to  the  com- 
munity. 

Children's  Hospital  serves  a  great  number  of  patients  whose  par- 
ents work  for  the  Federal  Government.  For  instance,  in  1991,  the 
hospital  reported  a  total  of  33,620  visits  by  children  of  Federal  em- 
ployees. Furthermore,  Children's  Hospital's  location  in  the  nation's 
capital  allows  the  hospital  and  its  professionals  to  contribute  to 
policy  making  on  a  national  level. 

A  number  of  our  professionals  serve  on  national  and  regional  ad- 
visory commissions  in  key  issue  areas  pertaining  to  the  health  and 
well-being  of  children  and  families.  We  feel  very  privileged  to  serve 
the  cause  of  health  care  reform.  You  are  all  aware  and  I  don't  have 
to  repeat  the  health  care  situation  confronting  the  most  vulnerable 
citizens  in  the  Washington  area,  and  that  is  the  children. 

I  won't  go  through  the  statistics  because  they  are  part  of  my 
written  testimony.  I  think  there  are  some  very  shocking  statistics. 
For  instance,  in  1992  alone,  Children's  nationally  recognized  divi- 
sion of  child  protection  treated  over  2,000  cases  of  physical  and 
sexual  abuse. 

Dr.  Marty  Eichelberger,  Director  of  Trauma  Services  at  Chil- 
dren's Hospital  is  someone  who  sees  the  devastating  results  of  child 
abuse  and  maltreatment  on  a  daily  and  hourly  basis,  and  I  would 
like  him  to  share  his  insights  with  you  at  this  time. 

Dr.  Eichelberger.  Mr.  Chairman,  how  are  you  today,  sir?  Gen- 
tlemen, ladies,  I  appreciate  the  opportunity  to  talk  to  you  and  I 
know  that  you  have  all  been  sensitive  to  the  overwhelming  need  to 
care  for  children  and  to  protect  them. 

It  has  been  a  privilege  as  an  individual  to  provide  care  to  chil- 
dren and  of  families  in  this  area.  This  is  a  metropolitan  area  that 
has  an  international  group  of  people  who  live  here  as  well  as  our 
local  constituents.  The  thing  that  concerns  me  the  most  is  that,  in 
spite  of  our  abilities  to  provide  excellent  acute  care  to  children, 
they  continue  to  be  victims  of  abuse  that  is  inflicted  upon  them 
that  is  intentional,  injuries  that  are  unintentional,  AIDS,  kids  that 
are  premature. 

Unfortunately,  having  an  18-year-old  now  as  a  son,  I  am  con- 
cerned about  alcoholism  and  drug  abuse,  continues  to  take  up  more 
and  more  of  the  forefront  in  my  thinking. 

Over  the  last  three  or  four  years,  we  have  continued  to  be  on  the 
cutting  edge  of  trying  to  come  up  with  solutions  for  these  problems. 
We  have  colleagues  of  ours  from  all  over  the  country  who  seek  out 
our  guidance  and  our  recommendations  as  to  how  to  deal  with 
these  particular  types  of  very  difficult  problems.  It  has  been  an 
honor  and  a  privilege  to  deal  with  these  families  because  they  have 
been  able  to  provide  us  with  some  of  the  solutions. 
—  An  18-month-old  just  yesterday,  when  I  was  talking  to  his  family, 
very  concerned  about  this  child,  she  was  just  starting  to  walk,  ran 
into  the  kitchen,  there  was  a  cord  hanging  down.  This  youngster 
pulled  on  the  cord  and  now  has  a  20  percent  burn  and  the  mother 
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says,  what  could  I  have  done?  What  can  we  do  in  the  future  to  pre- 
vent this  from  occurring? 

Well,  this  youngster  is  scarred  for  life  and  we  are  now  saddled  as 
a  community  with  rehabilitating  its  entire  family.  Dealing  with  the 
misery  on  a  daily  basis  that  these  families  confront  is  a  compelling 
reason  for  us  to  continue  to  put  together  the  people  who  have  the 
ideas,  the  wherewithal,  and  intensity  to  come  up  with  solutions 
that  are  going  to  affect  children  throughout  the  country. 

We  can  only  do  that  if  we  understand  the  root  causes  of  this,  and 
we  continue  to  try  to  put  this  information  together  in  a  very  con- 
cise, clear  way,  so  that  we  can  make  recommendations  to  our  col- 
leagues in  other  areas  of  the  country. 

Model  programs  that  focus  on  prevention  really  are  economically 
feasible  and  they  are  reasonable.  People  who  have  youngsters  that 
are  like  this  18-month-old,  they  want  to  take  care  of  of  children, 
they  want  to  provide  them  good  care.  Yet  we  have  families  that 
have  no  concern  for  of  children,  place  them  at  risk  because  of  of 
behavior  and  the  environment  they  place  these  children,  and  we 
have  a  responsibility  as  a  community  to  provide  them  with  the  re- 
sources or  at  least  the  wherewithal  to  solve  these  problems. 

I  could  think  of  no — as  a  taxpayer,  I  could  think  of  no  more  com- 
pelling reason  to  spend  tax  dollars  than  to  protect  our  children, 
and  I  don't  come  here  with  the  misconception  that  you  are  not  sen- 
sitive to  this.  I  just  want  to  reiterate  it,  that  in  spite  of  all  the  sta- 
tistics, it  continues  to  happen  every  day. 

I  appreciate  the  chance  to  talk  to  you. 

Mr.  HoYER.  Thank  you  very  much.  Doctor,  and  thank  you  for  the 
work  that  you  do  in  our  community,  as  well  as  for  Children's  Hos- 
pital as  an  institution.  The  folks  there  are  highly  talented  and  very 
sensitive  to  the  needs  of  this  community  and  I  know  all  of  us  who 
live  in  this  community  appreciate  very  much  the  work  that  is  done 
by  Children's. 

Mr.  SczuDLO.  If  I  could  have  a  few  closing  remarks,  Mr.  Chair- 
man. 

Mr.  HoYER.  Yes,  sir. 

Mr.  SczuDLO.  I  want  you  to  know  that  the  money  this  committee 
and  the  Congress  has  allotted  Children's  so  far  is  well  spent  and  is 
well  supported  by  the  community.  I  am  pleased  to  report  that  pri- 
vate contributions  which  will  finance  over  60  percent  of  this  na- 
tional child  protection  trauma  and  research  center  total  over  $19 
million  to  date.  That  is  in  cash  and  pledges.  Of  that,  $8.8  million 
has  already  been  raised  in  cash  from  the  private  sector.  And  this  is 
before  we  have  officially  launched  our  capital  campaign. 

These  funds,  together  with  the  congressional  funds,  have  been 
designated  to  assist  with  the  construction  and  equipment  of  this 
center.  The  first  phase  is  under  way.  The  research  floor  is  practi- 
cally done  and  the  balance  of  activities  will  be  spent  on  the  east 
wing  and  in  renovating  additional  space. 

We  have  our  certificate  of  need,  we  have  our  zoning  approvals. 
We  can  begin  construction  within  60  days  if  we  are  able  to  obtain 
the  necessary  funding.  We  have  taken  good  care  of  the  money  that 
you  have  given  us  so  far  and  we  continue  to  rely  on  your  support 
and  the  support  of  this  committee  and  we  respectfully  ask  that  you 
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include  in  fiscal  year  1994  funding  support  towards  the  remaining 
$12  million  of  the  Federal  partnership  and  investment. 

In  conclusion,  I  would  like  to  thank  you,  Mr.  Chairman,  for  your 
continuing  leadership  and  for  being  a  good  friend  of  Children's 
Hospital. 

Mr.  HoYER.  Thank  you  very  much.  We  have,  you  have  heard,  a 
series  of  questions  the  answers  to  which  the  Committee  believes 
are  very  valuable.  Some  of  those  questions  you  may  already  have 
answered  in  your  statement,  but  if  you  will  answer  these  again  so 
we  will  have  it  at  the  time  of  the  markup. 

Thank  you  very  much. 

Mr.  SczuDLO.  Thank  you. 

[Clerk's  note. — The  information  was  not  provided  for  insertion.] 

[The  statement  of  Mr.  Sczudlo  follows:] 
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The  Subcommittee  on  Treasury,  Postal  Service 

and  General  Government 

Committee  on  Appropriations 

U.S.  House  of  Representatives 

Washington,  D.C. 


March  25, 1993 


Mr.  Chainnan,  we  appreciate  the  opportunity  to  appear  before  you  and  the 
distinguished  members  of  this  Suboommittee  this  morning.   I  am  Raymond  S.  Sczudlo, 
Chairman  of  the  Board  of  Director  of  Children's  National  Medical  Center.   I  am 
acaxnpanied  by  Mr.  Frank  Medcs,  who  is  a  member  of  the  Board  of  Directors  for  Children's 
Ho^^  Foundation,  and  Dr.  Martin  Eichelberger,  who  is  Director  of  Trauma  Services  at  the 
hospital. 

On  bdialf  of  all  of  us  in  Ae  Children's  National  Medcal  Center  community,  I  want 
you  to  know  of  our  deep  appreciatian  for  the  support  which  this  Subcommittee  gave  to  us  in 
FY  1991  in  order  to  support  the  initial  funding  of  the  National  Child  Protection,  Trauma  and 
Research  Center  at  Children's.   Because  of  your  generous  leadership  and  assistance,  we  have 
been  able  to  take  a  giant  step  forward  in  maldng  our  model  Center  a  reality  for  victimized 
children. 

During  our  testimony  this  morning,  we  wish  to  gjve  you  a  piogicss  report  on 
Children's  National  Medical  Center's  stewardship  of  the  resources  which  Congress  has 
provided,  to  date;  to  let  you  know  of  the  major  strides  we  have  made  in  attracting  private 
sqiport  for  the  Center  through  our  capital  campaign;  and  to  ask  the  Subcommittee's 
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continued  support  for  the  completion  of  tbe  funding  for  the  hbtional  Child  Protection, 
Trauma  and  Research  Center  in  FY  1994. 

Mr.  Chairmani  given  this  Subcommittee's  oversight  of  federal  agencies,  and  the 
Subcommittte's  interest  in  national  models  which  can  be  replicated  throughout  the  country,  I 
would  like  to  focus  my  testimony  on  the  oatknal  identity  of  Children's  Hospital,  and  the 
dciiMiisuation  components  of  the  ^4ational  Child  Protection  Center  which  we  seek  to 
establish.   1  should  mention  at  the  outset  that  Children's  Hospital  serves  a  great  number  of 
patients  whose  parents  work  for  the  Federal  Government.   In  1991,  the  hospital  served  a  total 
of  33,620  children  of  federal  employees.   Furthermore,  Children's  Hospital's  location  in  die 
nation's  capital  allows  the  hospital  and  its  professionals  to  contribute  to  policy-making  on  a 
national  level.  A  number  of  our  professionals  serve  on  national  and  regional  advisory 
commissions,  and  we  feel  very  privileged  to  serve  the  cause  of  health  care  reform  in  this 
capacity. 

As  a  recent  report  from  the  'Children's  Defense  Fund'  pointed  out,  Washington,  DC 
is  a  dty  at  disturbing  contrasts.  The  District's  median  iiKome  of  $38,562  for  a  bmily  of 
four  in  FY  1991  was  higher  than  those  of  four-fifdis  of  all  states,  while  its  child  poverty  rate 
exceeds  that  of  48  states.  The  nation's  capital  is  home  to  the  federal  Department  of 
Education  that  funds  innovative  programs  to  enhance  educational  achievement  of  the  nation's 
youths,  while  almost  half  of  all  ninth-graders  in  the  District  do  not  graduate  finom  high  school 
four  years  later,  and  SAT  scores  lag  56  points  behind  the  national  average.  The  headquarters 
of  the  Department  of  Justice  and  the  Bureau  of  Alcohol,  Tobacco  and  Firearms  are  located  in 
Washington,  D.C.,  a  city  that  is  currendy  working  to  coinbat  urban  violence. 

The  healdi  and  well-being  of  children  in  the  nation's  capital  lags  behind  die  rest  of  the 
nation.  An  infant  bom  in  the  District  is  less  likely  to  survive  until  his  or  her  first  birdiday 
than  a  baby  bom  in  Cuba  or  Jamaica.  Homicide  is  the  Icatfing  killer  of  District  one-to-19 
year-olds,  accounting  for  almost  60  percent  ci  all  deaths  in  this  age  group  in  1989.  Between 
1985  and  1989  conditions  worsened  for  the  nation's  and  the  District's  children  and  families. 
The  number  of  children  reported  abused  and  neglected  increased  by  61  percent;  the  number 
of  juveniles  arrested  for  homicide  increased  by  320  percent.  The  demand  for  publicly 
supported  shelter  for  homeless  families  more  dian  tripled. 

In  1992  alone.  Children's  nationally  recognized  Division  of  Child  Protection  treated 
over  2,000  cases  of  physical  and  sexual  abuse,  neglect  and  other  forms  of  child  maltreatment. 
As  health  care  providers  who  witness  die  devastating  results  of  child  abuse  and  maltreatment 
on  a  daily  and  bouriy  basis,  it  is  clear  diat  the  problem  is  exacerbated  by  a  breakdown  in  the 
very  system  which  was  designed  to  prevent  child  victimization.  We  must  find  a  way  to 
invest  in  services  and  supports  that  will  prevent  diild  victimization  problems  from 
intensifying  and  will  reduce  costly  expenditures  for  crisis  and  remedial  care. 

Several  Advisory  Boards  and  Conunissions  inclucfing  the  ^4ational  Commission  on 
Children,  chaired  by  Senator  Jay  Rockefeller,  and  die  U.S.  Advisory  Board  on  Child  Abuse 
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and  Nqiiect,  faulted  government  at  all  levels  for  a  fragmented,  crisb-oricnted  and  piecemeal 
approach  to  the  problem.  ThefC  are  simply  not  enough  staff,  funds,  training  programs, 
services  to  special  populations  or  prevention  and  treatment  services  to  make  the  serious 
reduction  of  child  abuse  and  neglect  a  reality. 

Children's  National  Medical  Center  is  well  prepared  to  meet  this  challenge  and  is 
already  implementing  in  its  child  protection  program  a  number  o(  model  systems  worthy  of 
rq)lication  in  other  hospitals  and  mecfical  centers  throughout  die  nation.  These  include: 

*  A  model  information  system,  inducfing  a  register  for  victimiiation  reports  from 
all  District  ol  Columbia,  Maryland  and  Virginia  hospitals,  to  bcilitate 
identification  and  articulatian  of  abused  children's  needs; 

*  Prevention  programs  and  tedmiques  geared  to  stemming  the  rising  tide  of  drug 
and  alcohol  abuse  among  adolescents;  and  innovative  modfils  for  service 
delivery  to  high-risk  mothers; 

*  Intensified  advocacy  and  public  awareness  programs  for  die  prevention  of 
injury  and  maltreatment. 

*  Enhancement  at  trauma  response  capabilities  including  a  new  helicopter 
landing  pad  and  receiving  facility. 

Through  its  pilot  program  in  child  protection.  Children's  National  Medical  Center  will 
address  in  a  comprdiensive  way  the  root  causes  of  child  victimization  and  will  make 
recommendations  for  health  care  providers  r^ionally  and  nationally.  Furthermore,  the 
Center  will  serve  as  a  national  demonstratian  model  for  die  country  by  providing  economical 
and  efficient  health  care  delivery  systems  to  victimized  children  in  the  areas  of  child  abuse 
prevention  and  protection,  trauma  emergency  mecfical  care,  pecfianic  AIDS/HIV  treatment, 
substance  abuse  and  critical  care. 

One  component  of  the  Center's  program  will  include  a  continuum  of  care  for  die 
medically/socially  fragile  child.  Tht  ultimate  goal  is  for  die  diild  to  return  home,  and  be 
cared  for  by  family  members.  This  can  be  achieved  through  die  provision  of  appropriate 
family-oriented  interim  care.  The  new  Center  will  provide  die  facilities  necessary  for 
delivering  transitional  care  dirou^  parental  education  and  medical  care  in  a  home  like 
environment. 

Preventing  child  victimization  requires  more  dian  case-by-case  treatment  and  even 
more  dian  class-by<lass  education.  Worldng  on  systems,  struggling  with  contextual  issues, 
taking  part  in  die  formation  of  governmental  policies  -  all  are  part  of  the  work  of  advocacy 
in  which  staff  at  Children's  Hospital  will  participate.  There  is  a  critical  national  need  to 
establish  standards,  guidelines  and  systems  for  child  protection.  Children's  National  Medical 
Center  stands  ready  to  serve  diis  important  national  need. 
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A  number  of  professianals  at  Children's  Nadonal  Mecfical  Center  serve  on  advisory 
boards  and  contribute  to  the  shaping  of  national  health  care  policy  through  frequent  testimony 
before  the  Congress,  and  through  active  participation  in  the  national  health  care  debate. 
Some  of  the  advisory  panels  on  which  hospital  personnel  serve  include  the  Mayor's  Advisory 
Board  on  Maternal  iind  Infant  Health,  the  Pulmonary  Drugs  Committee  of  the  Food  and  Drug 
Administration,  NIH's  National  Institute  (rf  Allergy  and  Infectious  Diseases,  the  Mayor's 
Advisory  Board  of  the  National  Study  Center  for  Trauma  and  Emergency  Medical  Systems, 
the  National  Symposium  on  Child  Victimi2ation  and  the  Mayor's  Committee  on  Child  Abuse 
and  Neglect. 

As  Children's  National  Medical  Center  pioceeds  with  its  plans  for  the  National  Child 
Protection  Center,  it  is  supported  by  a  wide  range  of  endorsements  from  the  local 
community.  A  good  barometer  for  the  level  of  the  wider  community's  commitment  to  the 
National  Child  Protection  Center  is  found  in  the  results  of  the  first  phase  of  the  hospital's 
capital  campaign.  Children's  capital  campaign  is  under  the  leadership  of  Ben  Bradlee  and 
Sally  Omm.  The  Bradlees  are  joined  in  this  effort  by  a  steering  committee  of  18  community 
and  business  leaders  who  are  actively  soliciting  major  gifts  for  the  campaign. 

I  am  pleased  to  report  that  private  contributions,  which  will  finance  60  percent  of  the 
Child  Protection  Center  initiative,  totaled  $19,003,816.00  in  cash  and  pledges  as  of  March  1, 
1993.   Income,  to  date,  totals  $8,868,680.00.  These  funds  have  been  designated  to  assist 
with  the  construction  and  equipping  of  the  National  Child  Protection  Center. 

Children's  National  Medical  Center  is  further  pleased  to  report  diat  the  first  phase  of 
oonstructioa  and  renovation  for  the  National  Child  Protection  Center  is  underway  with  one 
new  floor  intended  to  house  the  Center's  research  activities  nearing  completion.  The  balance 
of  the  Center's  activities  will  be  housed  in  a  new  east  wing  addition  and  in  renovated  existing 
space.  The  CertificUe  of  Need  has  been  approved;  zoning  approvals  have  been  received;  and 
initial  construction  documents  can  be  completed  in  short  order.  Actual  new  construction 
could  be  underway  within  approximately  sixty  days  if  we  are  able  to  obtain  the  necessary 
remaining  resources. 

Mr.  Chairman,  I  think  you  will  agree  that  Children's  has  made  substantial  progress  in 
the  last  three  years,  and  has  been  a  judicious  steward  ol  the  fumfing  which  Congress  has 
provided  for  the  Center,  to  date.  C3iildren's  National  Metfical  Center  is  ready  now  to 
comply  the  coostiuction  of  the  Center,  and  diereby  make  the  resources  of  die  National 
Child  Protection  Center  more  immecfiately  in  reach  of  the  national  community  we  serve.  In 
order  to  do  tiiis,  we  rely  on  the  continued  support  of  the  Subcommittee  on  Treasury,  Postal 
Service  and  General  Government,  and  respectfully  ask  your  consideration  of  FY  1994 
fumfing  support  towards  the  remaining  $12  million  of  the  federal  partnership. 

In  conclusion,  I  want  to  thank  you,  Mr.  Chairman,  for  your  leadership,  support  and 
continued  interest  in  improving  national  and  regional  health  care  systems  geared  to  child 
protection.  We  especially  thank  you  for  your  consistent  support  of  Children's  National 
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Medical  Center.  Your  support  in  the  pa^  has  helped  us  to  be  a  Inily  oatknal  Center,  and  we 
are  confident  that  the  National  Child  Protectian  Center  will  make  a  significant  contribution  on 
a  national  level.  Children's  National  Medical  Center  remains  committed  to  the  cause  of 
victimized  children,  and  to  radically  impioving  the  standard  of  health  and  well-being  for  all 
children  and  fomilies  throughout  this  country. 

Thank  you  again  for  your  time  and  oonsideratian. 
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Thursday,  March  25,  1993. 
AMERICAN  HEART  ASSOCIATION 
WITNESSES 

HENRY  MORRIS,  JR.,  ESQUIRE 

NEAL  DENTON,  ALLIANCE  OF  NONPROFIT  MAILERS 

INTRODUCTION 

Mr.  ViscLOSKY  [presiding].  If  I  could  ask  the  first  two  witnesses 
to  come  forward  I  would  appreciate  that:  for  the  American  Heart 
Association,  Henry  Morris,  and  for  the  Alliance  of  Nonprofit  Mail- 
ers, Mr.  Neal  Denton. 

Mr.  Morris.  Good  afternoon. 

Mr.  ViscLOSKY.  In  the  interest  of  time,  as  we  have  told  all  wit- 
nesses today,  we  want  each  of  you  gentlemen  to  hold  your  testimo- 
ny to  five  minutes.  You  can  assume  that  your  entire  statement  will 
be  entered  into  the  record. 

Statement  of  Neal  Denton 

Mr.  Denton.  As  you  may  recall,  I  testified  here  on  February  4th. 
I  am  not  prepared  to  offer  anything  new  other  than  what  we 
talked  about,  but  I  will  be  here  to  answer  any  questions. 

Statement  of  Henry  Morris 

Mr.  Morris.  My  name  is  Henry  Morris,  Jr.,  a  volunteer  with  the 
American  Heart  Association  Nation's  Capital  Affiliate.  I  am 
pleased  to  have  this  opportunity  to  give  you  today  the  American 
Heart  Association's  recommendations  concerning  fiscal  year  1994 
funding  of  the  revenue  forgone  postal  appropriations. 

The  American  Heart  Association  urges  that  the  Appropriations 
Committee  make  funding  for  the  U.S.  Postal  Service  revenue  for- 
gone appropriation  a  very  high  priority.  The  American  Heart  Asso- 
ciation, of  course,  would  prefer  full  funding  for  the  revenue  forgone 
appropriation  at  $612  million. 

However,  obviously,  in  these  austere  times,  we  recognize  that 
this  may  not  be  a  viable  option.  The  Heart  Association  endorses 
the  creation  of  a  permanent  solution  for  revenue  forgone,  a  solu- 
tion that  would  permanently  reduce  the  need  for  large  revenue 
foregone  outlays  from  this  Appropriations  Committee.  Mr.  Denton, 
in  his  previous  testimony,  explained  the  solution  that  we  favor. 

Despite  making  major  progress  over  the  years,  cardiovascular 
disease  remains  the  number  one  killer  of  people  in  the  United 
States.  In  fact,  cardiovascular  diseases  cause  almost  as  many 
deaths  as  all  other  causes  of  death  combined,  with  an  estimated 
cost  in  1993  of  $117.4  billion  in  medical  expenses  and  lost  produc- 
tivity. 

As  you  can  see,  cardiovascular  diseases  take  an  enormous  toll  on 
communities.  The  American  Heart  Association's  goal  is  to  reduce 
disability  and  death  from  heart  disease,  stroke  and  related  circula- 
tion disorders. 

Preferred  rate  mail  enables  the  Association  and  its  56  affiliates 
nationwide  to  reach  that  goal  by  allowing  us  to  devote  more  of  our 
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limited  resources  to  vital  cardiovascular  research  and  educational 
programs.  The  American  Heart  Association,  of  course,  is  continual- 
ly in  search  of  funds  to  support  its  programs.  A  major  source  of  our 
revenue  is  our  direct  mail  fund  raising  campaign. 

However,  the  direct  mail  campaign  goes  beyond  solicitation  of 
funds.  It  also  includes  valuable  information  to  help  Americans  and 
their  families  fight  cardiovascular  diseases  and  stroke.  These  mail- 
ings include  the  major  risk  factors  for  heart  attack  and  stroke  and 
news  of  upcoming  American  Heart  Association  events. 

In  1992  alone,  the  American  Heart  Association  generated  $17.5 
million  from  direct  mail  programs.  If  the  non-profit  postal  rates  in- 
crease by  40  percent,  the  American  Heart  Association  stands  to 
lose  131,000  new  donors  in  the  next  year.  This  translates  into  a  loss 
of  well  over  $1  million  in  one  year  for  the  Association. 

The  purpose  of  our  donor  acquisition  effort  is  to  generate  long 
term  donors  and  income  for  the  Association.  The  131,000  donors 
that  we  would  lose  as  a  result  of  an  increased  postal  cost  would 
mean  a  loss  of  approximately  $850,000  the  first  year.  Over  five 
years  that  loss  would  grow  to  $4.5  million.  This  illustrates  the  huge 
potential  loss  to  cardiovascular  research  that  would  result  from 
such  a  rate  increase. 

These  figures  only  represent  the  revenue  generated  at  the  na- 
tional level  not  for  local  affiliates.  Let  me  explain  the  ramifications 
of  such  an  increase  to  a  local  affiliate.  In  Maryland,  affiliate  works 
to  reduce  disability  and  death  from  cardiovascular  diseases  and 
stroke.  If  the  non-profit  postal  rate  increases  by  40  percent,  then 
the  Maryland  affiliate  would  have  to  cut  donor  acquisition  mail- 
ings. This  translates  into  a  loss  of  $37,000  in  one  year  and  a  loss  of 
2,800  new  donors.  Over  5  years  that  loss  would  grow  to  approxi- 
mately $95,000. 

In  seven  years,  this  loss  could  amount  to  approximately  half-a- 
million  dollars.  The  average  research  grant  in  the  affiliate  in 
Maryland  is  $22,000  and  current  affiliate  income  is  only  able  to 
fund  about  70  percent  of  the  approved  research  grants.  Thus,  the 
decrease  in  revenue  due  to  increasing  postal  rates  will  be  devastat- 
ing to  heart  advances  in  the  future. 

An  increase  in  the  postal  rates  would  also  have  a  negative  effect 
on  the  Maryland  affiliate's  residential  campaign.  In  this  campaign 
volunteers  call  upon  neighbors  for  contributions  and  distribute  in- 
formation. Volunteers  receive  these  materials  through  the  mail  at 
the  nonprofit  rate. 

A  forty  percent  increase  in  the  postal  rate  would  increase  the 
cost  of  this  effort  by  more  than  20  percent.  In  summary,  the  pre- 
ferred rate  mail  enables  the  American  Heart  Association  to  devote 
more  of  its  limited  resources  to  vital  cardiovascular  research  and 
important  community  and  educational  programs.  A  further  in- 
crease in  the  U.S.  postal  rates  could  completely  undermine  these 
programs,  resulting  in  an  increase  in  the  public  risk  of  death  and 
disability  from  cardiovascular  diseases.  This  is  a  result  that  should 
be  avoided. 

Thank  you  for  the  opportunity  to  address  you  this  afternoon. 

Mr.  ViscLOSKY.  I  appreciate  the  work  that  your  organization  does 
and  appreciate  the  pressure  these  types  of  proposals  put  on  you. 
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Clearly  we  will  do  our  very  best.  Thank  you  again  for  the  job  that 
you  do. 

Thank  you  very  much  for  your  testimony. 

Mr.  Denton,  thank  you  very  much. 

[The  statement  of  Mr.  Morris  follows:] 
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Mr.  Chainnan,  I  am  Heniy  Moiris,  Jr.,  Esq.,  a  volunteer  with  the  American  Heart 
Association  Nation's  Capital  Affiliate  and  the  AHA  national  office.  I  am  a  trustee  and 
chair-elect  with  the  local  affiliate.  I  am  also  a  member  of  the  AHA  National  Public  Affairs 
Policy  Committee  and  trustee-elect  with  the  national  office.  I  am  pleased  to  have  this 
opportunity  to  provide  you  with  the  AHA's  recommendations  regarding  the  Fiscal  Year 
1994  funding  of  the  revenue  forgone  postal  appropriations. 

The  American  Heart  Association  urges  the  appropriations  committee  to  make  funding  for 
the  U.S.  Postal  Service  revenue  forgone  appropriation  a  high  priority.  The  AHA  and 
others  in  the  nonprofit  community  would  prefer  full  funding  for  the  revenue  forgone 
appropriation  at  $612.5  million.  However,  in  these  fiscally  tight  times  we  realize  that  this  is 
not  viable.  The  AHA  endorses  the  creation  of  a  permanent  solution  for  revenue  forgone,  a 
solution  that  would  permanently  reduce  the  need  for  large  revenue  forgone  outlays  from 
this  appropriiations  committee. 

Every  34  seconds  cardiovascular  diseases,  including  heart  attack  and  stroke,  will  claim  an 
American  life.  Despite  major  progress,  cardiovascular  diseases  remain  the  number  one 
killer  in  the  United  States  and  in  Washington,  D.C.  In  fact,  cardiovascular  diseases  cause 
almost  as  many  deaths  as  AIDS,  cancer,  and  all  other  causes  of  death  combined,  at  an 
estimated  cost  in  1993  of  $117.4  billion  in  medical  expenses  and  lost  productivity. 

As  you  can  see  from  these  figures,  cardiovascular  diseases  take  an  enormous  toll  both 
financially  and  emotionally  on  our  conununities.  The  American  Heart  Association's  goal  is 
to  reduce  disability  and  death  from  heart  disease,  stroke,  and  related  circulation  disorders. 
Preferred-rate  mail  enables  the  AHA  and  its  56  affiliates  nationwide  to  reach  that  goal,  by 
allowing  us  to  devote  more  of  our  limited  resources  to  vital  cardiovascular  research  and 
important  community  and  educational  programs. 
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The  organization's  primary  areas  of  emphasis  are  cardiovascular  research,  cardiovascular 
education,  and  revenue  generation.  It  is  in  these  areas  that  the  AHA  invests  its  resources. 
Over  the  years  AHA-funded  research  has  yielded  many  important  discoveries,  such  as 
CPR,  life-extending  drugs,  bypass  surgery,  and  other  surgical  techniques.  Total  AHA 
expenses  for  research  in  1991-1992  reached  101.3  million.  Almost  half  of  the  total  came 
from  the  association's  56  affiliates,  which  have  doubled  their  research  funding  efforts  since 
1985.  The  AHA  is  second  to  only  the  federally  funded  National  Heart,  Lung  and  Blood 
Institute  in  the  amount  of  money  devoted  to  cardiovascular  research.  Since  1949  the  AHA 
has  contributed  more  than  $1  billion  to  cardiovascular  research. 

The  AHA  is  continuaUy  in  search  of  funds  to  support  its  research  and  educational  and 
community  service  programs.  One  of  our  major  sources  of  revenue  is  our  direct  mail 
fundraising  campaign.  However,  the  direct  mail  campaign  goes  beyond  the  solicitation  of 
funds  and  includes  valuable  information  to  help  Americans  and  their  families  fight 
cardiovascular  diseases.  The  mailings  allow  the  AHA  affiliates  and  the  national  office  to 
include  information  that  might  not  be  readily  available  to  many  Americans.  Mailings 
include  the  major  risk  factors  for  heart  attack  and  stroke,  a  heart-healthy  dinner  menu,  or 
the  news  of  an  upcoming  AHA  community  event.  This  avenue  of  information  allows  the 
AHA  to  use  its  funds  to  the  fullest  extent  to  raise  the  public's  awareness  about  the 
seriousness  of  cardiovascular  diseases.   (Attached  are  examples  of  the  direct  mail  pieces  we 
send  out  to  the  public.) 

In  1992  alone  the  AHA  generated  $17.5  million  from  the  direct  mail  program.  The  direct 
mail  program  is  a  big  fundraiser  for  the  AHA.  It  also  is  directly  effected  by  any  rise  in  the 
nonprofit  postal  rate.  If  the  nonprofit  postal  rates  increase  by  40  percent,  the  AHA  stands 
to  lose  131 ,000  new  donors  in  the  next  year.  This  translates  into  a  loss  of  well  over  $1 
million  in  one  year  for  the  association.  This  is  over  $1  million  less  to  attain  our  goals,  and 
also  131 ,000  donors  are  completely  unavailable  to  us.  The  purpose  of  acquisition  is  to 
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provide  long-tenn  donors  and  income  for  the  association.  The  131,000  donors  that  we 
would  lose  as  a  result  of  an  increased  postal  cost  would  mean  a  loss  of  approximately 
$850,000  for  the  first  year  of  renewal.  Over  five  years,  that  loss  would  grow  to 
approximately  $4.5  million.  This  one  scenario  illustrates  the  huge  potential  loss  to 
cardiovascular  research  that  would  result  from  such  a  rate  increase.  However,  let  me  stress 
that  these  figures  only  represent  the  revenue  generated  from  the  direct  mail  program  at  the 
national  level  and  do  not  reflect  losses  of  similar  proportions  at  the  local  affiliate  level. 

Let  me  explain  the  ramifications  for  a  local  affiliate.    The  Maryland  affiliate  works  to 
reduce  disability  and  death  from  cardiovascular  diseases  and  stroke  in  the  state  of 
Maryland.  The  Maryland  Affiliate  uses  the  mail  to  target  donors  and  raise  revenue.  If  the 
nonprofit  postage  rate  increases  by  40  percent  then  the  affiliate  would  have  to  cut  donor 
acquisition  mailings.  This  translates  into  a  loss  of  $37,000  in  one  year  and  a  loss  of  2,800 
new  donors  for  the  Maryland  Affiliate.   Over  five  years,  that  loss  would  grow  to 
approximately  $95,000.  In  five  to  seven  years  this  loss  could  amount  to  approximately  half 
a  million  dollars.  The  average  research  grant  in  the  affiliate  is  $22,000  and  current  affiliate 
income  is  able  to  fund  only  70  percent  of  the  approved  research  grants,  therefore,  the 
decrease  in  revenue  due  to  increased  postage  rates  will  be  devastating  to  heart  advances  in 
the  future. 

An  increase  in  the  postal  rate  will  also  have  a  negative  effect  on  other  campaigns  like  the 
Maryland  Affiliate  Residential  campaign.  26,000  volunteer  call  on  their  neighbors  for 
contributions  and  also  distribute  impoitant  life-saving  information  to  over  300,000  families. 
Many  of  the  materials  are  sent  to  the  volunteers  through  the  mail  at  the  nonprofit  rate.  A 
40  percent  increase  in  postage  would  increase  the  cost  of  the  residential  effort  by  more 
than  20  percent  and  no  additional  dollars  would  be  raised  to  offset  this  cost. 
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The  increase  in  postage  costs  for  the  affiliate  would  increase  the  expense  to  reach  Basic 
and  Advanced  Life  Support  providers  with  updated  irrformation,  provide  educational 
materials  to  health  care  providers  and  educators,  and  promote  educational  conferences  for 
registered  nurses,  school  health  providers  and  others  in  the  allied  health  fields. 

The  AHA  national  headquarters  also  depends  on  the  reduced  rate  postage  to  mail  AHA 
scientific  publications,  council  mailings,  and  the  promotions  and  preliminary  programs 
promoting  AHA's  Annual  Scientific  Sessions,  the  largest  cardiovascular  meeting  in  the 
world.  Last  year's  Scientific  Sessions  unveiled  a  study  that  suggested  women's  heart  attacks 
are  treated  differently  from  men's.  The  news  and  information  from  the  sessions  are  still 
generating  interest.  The  AHA  scientific  journals  are  mailed  to  a  restricted  market,  mainly 
physicians,  researchers,  and  educational  facilities.  Therefore,  an  increase  in  the  postage 
cost  could  not  be  allocated  among  a  significantly  larger  audience.  The  cost  for  the  journal 
would  rise,  possibly  eliminating  the  journal's  availability  to  medical  or  research  libraries  or 
institutions,  many  of  which  have  tight  budget  restrictions  of  their  own.  This  important 
educational  information  would  become  unavailable  to  their  patrons. 

Another  issue  to  take  into  consideration  is  that  the  AHA  and  its  affiliates  have  already 
calculated  their  budgets  for  this  year.  The  national  center  has  already  calculated  a  slight 
increase  in  the  postal  rate,  but  an  increase  of  40  percent  would  mean  $157,057  in 
unbudgeted  funds.  Without  protection  from  those  postage  increases,  the  AHA  stands  to 
lose  this  money.  To  illustrate  what  this  money  means  to  the  AHA  per  year  let  me  translate 
it  into  three  scenarios.  $157,000  equals  approximately: 

0       Eleven  Medical  Student  Research  Fellowships  which  encourage  medical  students  to 
train  full-time  in  research  for  one  or  more  years  before  they  graduate.  Many  students 
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would  not  have  the  opportunity  to  choose  the  research  field  as  a  career  without  these 
awards.  _ 


OR 


o       Four  grant-in-aid  projects  related  to  the  cardiovascular  field  or  to  a  related 
fundamental  problem. 


OR 


o       Three  Clinician-Scientist  Awards  which  encourages  promising  clinically  trained 
physicians  to  choose  careers  in  investigative  science. 

Preferred-rate  mail  enables  the  AHA  and  its  56  affiliates  to  devote  more  limited  resources 
to  vital  cardiovascular  research  and  important  community  and  educational  programs.  A 
further  increase  in  the  U.S.  postal  rates  could  undermine  these  programs,  resulting  in  an 
increase  in  the  public's  risk  of  death  and  disability  from  cardiovascular  diseases. 

Thank  you  Mr.  Chairman  and  members  of  the  subcommittee. 
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Arrwrican  H«art  Association 

Vermont  Affiliate 
12  Hurricane  Lane 
P.O.  Bom  485 
Williston,  VT  05495 


YES!    Enclosed  is  my  gift: 

(    )$75    (    )$50    (    )S100    (    )$. 


(Vase  ™te  wu  3ie<*  sayaOe  'c  Amefcar  Mean  Assocann'  and 
naum  in  ffie  efiecqe  orovideo    /ow  .xxianor  s  tax-(5eauctfie  to 
Ihe  exten  »« law  allows  and  >s  credited  to  your  local  AHA. 


Help  protect  yourself  from 
heart  disease  through  a 
healthier  lifestyle  and  by 
sending  your  gift  to  expand 
heart  research  todayl 


Mr.  John  Sample 

80  Austin  Dr.  #  183 

Burlington,  VT  05401-5449 


005682745  DBDBA  00202  0000040 


American  Heart  Association 
Vermont  Affiliate 
P.O.  Box  1090 
Williston,  VT  05495 


iniiiiiiiiiiiiiUiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiii 

Please  consider  the  American  Heart  Association  in  your  will.  For  more  information,  please  check  this  box  D. 

Q5HQ1  BOaa  DQ5bA^7^5^  ^'1  odd  H330  OOOQ  0000  00  1 


Dear  Mr.  Sample, 

Did  you  know  that  cardiovascular  disease  is  still  the  "Number  1  Killer" 
in  America?  Fortunately,  you  have  powerful  weapons  to  fight  this  killer. 

You  can  help  protect  your  health  by  cutting  down  on  fat,  exercising 
often,  and  not  smoking.  And  you  can  visit  a  participating  grocery 
store  during  the  AHA  Food  Festival,  Sept.  19-25.  You'll  find  out  how 
healthy  your  own  diet  is  and  receive  a  free  "Heart  Healthy  Food  Chart" 
to  help  you  plan  low  fat,  low  cholesterol  meals. 

Just  as  important,  you  can  help  expand  the  medical  research  that  can 
lead  to  lifesaving  breakthroughs  against  cardiovascular  disease. 
Your  gift  today  helps  dedicated  research  teams  solve  the  mysteries  of 
heart  disease  and  find  new  treatments  that  might  save  lives  tomorrow. 


Please 
$75  or 


take  a 


moment  rii 
Thank  you 


;ht  now  to  support  this  work  with  a  gift  of 

AHA  Volunteer 
S—  other  itde  lof  h—rt-healttiy  Intofmatlon 
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The  Good  News 

This  graph  shows  that  the  death  rate  from  heart 
attack  and  stroke  is  declining.  And  with  your  support 
this  trend  can  continue.  Your  gift  will  help  save  lives 
through . . . 

RESEARCH— to  identify  the  causes  ...  to  develop 
better  drugs . . .  and  identify  new  methods  of  prevention 
and  rehabilitation. 

EDUCATION— to  help  doctors  and  nurses  provide 
patients  the  best  care. 

COIVIMUNITY  PROGRAMS-to  show  you  how  you 
can  help  yourself  right  now. 


•   Coronary  M««/t  O* 


Here's  How  to  Turn  Down  Your  Fat-0-Stat! 

Eating  food  that's  high  in  saturated  fat  (animal  fat  and  palm,  palm  kernel  and  coconut  oils)- 
raises  the  blood's  cholesterol  level.  And  that  increases  the  risk  of  heart  disease. 


t^^  To  h«lp  my  heart  stay 
^      healthy,  I  will 

•  limit  total  di«tary  (at  to  less 
t^an  30  percent  of  my  daily 
calories  and 

•  limit  saturated  (at  to  less  ttian 
10  percent  o(  calories. 

To  do  thia,  I  pledge  to 
(circle  one  or  more): 

^r  Switch  from  whole  milk  to  milk 
that's  1%  (at  or  less. 


^P  Read  the  labels  on  (rozen 
canned  and  boxed  (oods 
I  buy  and  note  the  grams 
and  kinds  of  fats. 


A 


^A  Switch  from  butter  to  a  margarine 
with  no  more  than  two  grams  of 
saturated  (at  per  tablespoon,  and  use 
t)utter-(lavored  granules. 

^^  Switch  to  k>w-fat  salad  dressing 
and  mayonnaise. 

^f  Avoid  tried  foods  whenever 
possible. 

^^  Eat  five  or  more  fruits 
and  vegetables  a  day. 

^T  Switch  to  tow-fat  or  fat-free 
cheeses. 

^r  Eat  only  lean  cuts  of  red 
meat,  remove  the  skin  from  poultry 
tMfore  it's  cooked,  and  eat 
fish  often. 


i 


m^  Eat  more  bread,  cereal, 
nee  and  pasta. 

^S^  Eat  tow-fat  breakfast  items 
like  English  muffins,  bagels 
and  whole  grain  breads. 

Or  Eat  tow-(at  ice  milk,  shertwt 
and  other  tow-fat  (rozen  desserts. 

4^  Switch  to  polyunsaturated  and 
monounsaturated  oils  such  as  canola, 
corn,  safftower.  sesame,  soybean, 
sunflower  and  olive  oil.  and  use 
non-stick  vegetable  cooking  spray. 


I  ,ntm(»jBoii.  ecnuct  yom  ioc<i  Aiwrtcan  H»an  tm^.inw,  o,  c«l  i.a0O-*lUHJS*' 


American  Heart  Association  ^ 
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AfTMricon  Heart  AsMckitton 

Chaster  County  Oivision 
121  aouth  liMMd  Stravt 
Pfiiladalphia,  PA     19107-4548 


YES!    Enclosed  is  my  gift: 

(    HS   (    1*10   (    )*1S   c    )♦_ 


■aCAR-RT  SORT  m  CR05 


nease  rrvto  ^ix  ^tec*  ceyaOe  !o  'Ancrcar  Hean  Asaoaanor  ro 
rvtum  in  itv  eriMefeoe  orowleo    feu  xnanor  s  Q;[^3eauatK  c 
<te  amt  IDe  Im  aUcws  and  a  credttoO  to  your  local  AHA. 


RESEARCH!  It's  our  best 
weapon  against  heart 
disease.  Just  ask  Lauren 
Welch  or  her  parents. 

Your  support  today  will 
save  lives  tomorrow  in 
Coatesville. 


2/125984  2033  4330   00012  Ml 


Hr.  John  sanple  American  Heart  Association 

22  South  6th  Avenue  Chester  County  Division 

Coatesville>  PA  19320>3656  121  South  Broad  Street 

Philadelphia,  PA  19107-4548 

Please  consider  the  American  Heart  Association  in  your  iwill.  For  more  information,  please  check  this  bo«  D. 


Dear  Mr.  Sample > 

Research  does  save  lives!   When  my  daughter  Lauren  was 
19  months  old,  a  routine  checkup  turned  into  a  race  against 
death.   The  pediatrician  found  that,  suddenly,  Lauren^ s 
heart  was  beating  over  350  times  a  minute.   She  was  In 
danger  of  sudden  death. 

Lauren  was  flown  to  a  Houston  hospital  for  tests. 
There  I  learned  that  she  had  a  rare  heart  disorder.   Provi- 
dentially, a  doctor  at  that  very  hospital*  funded  by  the 
American  Heart  Association »  was  researching  this  disorder. 

Lauren's  problem  was  corrected  by  surgery  and  today  she 
is  a  healthy,  happy  child  —  thanks  to  research  supported  by 
people  like  you  In  coatesville. 

For  all  the  other  Laurens  In  the  world,  please  give  a 
gift  of  $5  TODAY. 


See  other  side  (or  hejrt-twalthy  intofmation 
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The  Good  News 

This  graph  shows  that  the  death  rate  from  heart 
attack  and  stroke  is  declining.  And  with  your  support 
this  trend  can  continue.  Your  gift  will  help  save  lives 
through  . . . 

RESEARCH— to  identify  the  causes  . .  to  develop 
better  drugs  . .  and  identify  new  methods  of  preven- 
tion and  rehabilitation. 

EDUCATION— to  help  doctors  and  nurses  provide 
patients  the  best  care. 

COMMUNITY  PROGRAMS-to  show  you  how  you 
can  help  yourself  right  now. 
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•  Coron«rv  Mmti  0*i 


* 


^ 


^^ 


RICE   AND  VEOETABLEPILAF 


^^ 


SERVES  6 

NUTPIENT  ANALYSIS 

Caloties 

/Okcal 

Protein 

2gm 

Carbotiydrate 

15  gm 

Total  Fat 

Oom 

Saturated 

Ogm 

Polyunsaturated 

Ogm 

Morwunsatuiated 

Ogm 

Cholesterol 

0  mg 

Sodum 

18  mg 

Potassun 

175  mg 

Calcium 

21  mg 

This  recioe  is  based 
on  a  meal  olan 
recommended  by 
scientists  as  an  aid 
to  reduce  one  of  the 
risKs  of  heart  attack. 


Recfoduced  with  permission 

-Afiercap  Heart  Association  Low-Salt  Cookbook. 

American  Heart  Association,  Published  by  Times  Books. 

A  Division  of  Random  House.  Inc  1990. 


1  cup  low-sodium  chicken  broth 

V:  cup  long-grain  rice 

1  cup  chopped  fresh  mushrooms 

1  cup  shredded  carrots 

'/i  cup  chopped  fresh  parsley  sprigs 

'A  cup  sliced  green  onions,  with  tops 

V4  teaspoon  freshly  ground  black  pepper 

In  a  medium  saucepan  over  high  heat,  bnng 
chicken  broth  to  a  tjoil  Add  rk;e  and  cover. 
Reduce  heat  and  simmer  20  minutes.  Remove 
from  heat  and  let  stand  5  minutes.  Stir  in 
remaining  Ingredients.  Return  to  low  heat  and 
cook  another  5  minutes  Fluff  with  a  fork  and 
serve  immediately 


American  Heart  Association  f|^ 
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AmOrlCan  Hoart Association    As   a  past   contributor  to  the  American 

Heart  Association,  you  have  helped  fund 
vital,  life-saving  research.   The  enclosed 
"Thank  You  For  Not  Smoking"  stickers  are 
a  token  of  our  appreciation  and  a  reminder 
that  smoking  is  a  major  risk  factor  for 
heart  disease.   Won't  you  please  renew 
your  support?   Your  gift  today  could  save 
lives  in  Houma  tomorrow. 


YES!  Enclosed  is  my  gift 

n$i5  D  $10  n$25  n 


Your  gift  will  be  credited  to  your  local  AHA. 


Please  return  this  reply  lorm  with  your  contribu- 
tion, payable  to  American  Heart  Association. 

EDFPB  N2 

American  Heart  Association 

Louisiana  Affiliate 

P.O.  Box  52312 

New  Orleans,   LA      70113 


Mr.   John  Sample 
503  Jefferson  Dr. 
Houma,   LA     70360-6157 

ll.nlll Il.,ll..ll....ll II.I.I.I.mI.I.I.I 
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LEADING  CAUSES  OF  DEATH  IN  U.S.:  1989  Estimates 


Diseases  of  Heart  and  Blood  Vessels  944.700 


Cancer  4S7.200 
M  AecldenU  94,800 

^k  Chronic  Obstructive  Pulmonary  DIseaaa  84,400 
B  Pneumonia  and  Inlluanza  75,200 

All  Other  CautM  456.700 

0         101)        AX)        JOO        400        ecx)        600        ?0O        800        900       lOOO 

Numtier  ol  Deaths  (in  thousands) 

Source  National  Center  for  Heallh  Statistics  and  American 

Heart  Association 


Mean  and  Blood         |  |gar|  and  blood  vessel 
vesstl  l}isea%es  (^,5^3533  claim  almost  as  many 
S  T  I   I      I    American  lives  as  all  other 
'      "  causes  of  death  combined 
N 1 1  IVl  lil '. K  Medical  research  is  making 

Oivi       I  ;  great  strides  in  lowering  death 
1  '       *-■  rates,  but  cardiovascular 
Kill    IK  diseases  still  kill  nearly  44 

percent  of  the  over  two  million 
Americans  who  die  each  year 

The  American  Heart  Association  is  doing  its 
part  to  reduce  disability  and  death  from 
cardiovascular  diseases  by  sponsoring  research, 
professional  and  public  education,  and  community 
service  programs 

Join  us  in  ttie  fight  for  your  life.  Send  a  gift  to 
your  American  Heart  Association  TODAY 

*♦* 

American  Heart  Association  ^ 
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Thursday,  March  25,  1993. 

NONPROFIT  MAILERS  FEDERATION 
WITNESSES 

LEE  M.  CASSIDY,  EXECUTIVE  DIRECTOR 
CAROLYN  EMIGH,  COUNSEL 

INTRODUCTION 

Mr.  ViscLOSKY  [presiding].  Mr.  Lee  M.  Cassidy  from  the  Nonprof- 
it Mailers  Federation,  please. 

Statement  of  Lee  Cassidy 

Mr.  Cassidy.  Thank  you,  Mr.  Chairman. 

I  am  Lee  Cassidy,  Executive  Director  of  the  Nonprofit  Mailers 
Federation.  With  me  is  Carolyn  Emigh,  our  economic  counsel. 

At  the  last  hearing  of  this  subcommittee  on  this  subject  we  were 
asked,  the  interested  parties  were  asked  to  prepare  proposals  for 
reforming  revenue  foregone  and  to  share  those  ideas  with  the 
Members  and  the  staff.  At  least  two  such  proposals  have  been  pre- 
pared, the  first  by  the  Postal  Service  with  much  greater  resources 
than  the  nonprofit  community.  That  was  produced  by  March  10. 

Ours  will  be  ready  within  the  next  few  days.  We  want  to  be  cer- 
tain that  the  committee  and  the  staff  know  what  we  believe  is 
wrong  with  the  Postal  Service's  proposal  and  Ms.  Emigh  will  dis- 
cuss that. 

Statement  of  Carolyn  Emigh 

Ms.  Emigh.  I  would  simplify  this  with  this  chart. 

The  event  that  has  transpired  since  the  last  testimony,  Mr. 
Chairman,  is  that  the  Postal  Service  has  put  a  proposal  on  the 
table  to  amend  the  1970  Postal  Reorganization  Act  and  basically 
their  proposal,  the  problem  that  we  face,  as  you  know  very  well,  is 
the  inflated  full  funding  level  of  revenue  foregone.  $612.5  million  is 
simply  too  much  for  Congress  to  bear. 

The  root  cause  of  the  inflated  revenue  forgone  full  funding  level 
is  the  astronomical  markup  that  is  applied  to  the  direct  cost  of 
handling  nonprofit  third  class  mail.  As  you  know,  all  postal  rates, 
the  Postal  Service  goes  to  great  length  to  scientifically,  empirically 
as  possible  determine  the  cost  to  handle  each  class  of  mail,  first, 
second  and  third  class.  Those  are  direct  costs. 

Then  the  Postal  Service  and  the  Postal  Rate  Commission  make 
an  estimate  to  allocate  all  the  other  costs  of  handling  mail,  over- 
head costs  which  the  law  refers  to  as  institutional  costs.  In  1986, 
Congress  in  an  effort  to  reform  how  a  markup  is  determined  for 
nonprofit  third  class  mail  said  that  our  markup  should  be  equal  to 
the  markup  of  commercial  third  class  mail,  and  over  the  years  this 
has  tended  to  produce  a  very  high,  full-funding  level.  The  Postal 
Service's  proposal  to  deal  with  that  is  to  completely  revoke  the  per- 
mits of  about  40  percent  of  nonprofit  third  class  mailers  and  to 
impose  maximum  disruption  on  those  nonprofit  mailers,  as  well  as 
libraries. 


357 


So  out  of  the  starting  gate  the  Postal  Service  proposal  is  not  even 
addressing  the  root  cause  of  the  problem.  Instead,  they  are  saying 
the  way  to  make  up  some  of  this  huge  amount,  $612  million,  is  to 
completely  take  away  the  permits  of  about  40  percent,  that  will 
work  out  to  be  about  40  percent  of  nonprofit  third  class  mailers, 
and  to  revoke  the  permits  of  for-profit  book  publishers. 

The  problem  with  revoking  the  permit  of  the  book  publishers — as 
they  say  in  their  proposal,  it  is  sort  of  hard  to  feel  sorry  for  the 
book  publishers  having  to  pay  the  commercial  rate.  These  are  for- 
profit  companies.  I  am  not  here  as  an  apologist  for  Prentice-Hall. 
The  book  publishers  are  for-profit  companies.  They  are  going  to 
pass  the  cost  on  to  their  customer,  the  libraries. 

The  problem  there  is  that  most  libraries  are  on  fixed  budgets  and 
the  budget  is  declining.  In  getting  cut,  who  gets  cut  first — the  li- 
brary. Who  ultimately  loses  there?  It  is  not  the  book  publisher,  it  is 
the  people  who  use  the  library,  students,  educators;  low  and  middle 
income  people  who  have  to  go  to  a  library  to  get  books;  small 
towns,  rural  areas  where  a  library  is  going  to  be  hit  hardest. 

The  chart,  I  want  you  to  see  the  policy  anomalies  that  the  Postal 
Service's  eligibility  proposal  is  going  to  create.  Look  at  the  first  cat- 
egory, for-profit.  If  it  is  so  bad,  if  for-profit  companies  are  so  unwor- 
thy of  a  piece  of  the  revenue  foregone  pie,  why  shouldn't  all  for- 
profit  companies  be  disqualified? 

Why  pick  just  one  group  of  for-profits  which  happens  to  have 
this  negative  consequence  on  libraries?  If  the  policy  is  wrong  to 
subsidize  the  postal  rates  of  for-profit  companies,  then  the  policy 
should  be  across-the-board,  not  single  out  one  group  of  for-profits 
and  say  let  them  make  up  the  problem  caused  by  this  abnormally 
high  markup  rate. 

With  respect  to  the  nonprofit  organizations  that  are  eligible  for 
the  preferred  rate,  what  they  would  like  to  do  there  is  to  throw  out 
Congress'  current  method  for  determining  eligibility.  It  was  eight 
categories  of  organizations,  veterans,  educational  organizations, 
philanthropic,  religious,  fraternal,  labor  unions,  science  and  agri- 
culture. 

Instead  of  having  these  eight  categories,  the  Postal  Service  is 
proposing  to  use  the  tax  code  as  the  bright  line  test  for  eligibility. 
Here  are  some  examples  of  what  the  tax  code  does.  Using  the  tax 
code  as  a  bright  line  test  for  eligibility  inevitably  will  discriminate 
between  worthy  causes. 

They  would  disqualify  a  veterans  group  that  is  exempt  from  tax- 
ation under  section  501-C4  but  keep  a  veterans  group  eligible 
under  C19.  If  it  is  a  veterans  group,  either  all  should  be  eligible  or 
none. 

Look  what  happens  to  advocacy  groups.  If  you  are  an  advocate 
for  hourly  workers,  you  would  be  eligible,  but  if  you  are  an  advo- 
cate for  the  national  taxpayers  union,  you  would  not  be  eligible. 

Education,  if  you  were  educating  about  civic  issues  or  firearm 
safety,  you  would  be  disqualified.  So  using  the  tax  code  will  create 
policy  anomalies  that  are  extraordinarily  unfair. 

Mr.  ViscLOSKY.  I  appreciate  your  concern  and  in  terms  of  your 
final  analysis  and  proposal  the  Chair,  Ranking  Member  and  other 
members  of  the  subcommittee  appreciate  receiving  that.  We  do 
view  this  as  a  very  serious  issue. 
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Thank  you  very  much. 

[The  statement  of  Ms.  Emigh  follows:] 
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Testimony 


Carolyn  A.  Emigh 
Nonprofit  Mailers  Federation 

before 

Subcommittee  on  Treasury,  Postal  Service, 
and  General  Government 
Committee  on  Appropriations 
U.S.  House  of  Representatives 

March  25,  1993 


Good  afternoon,  Mr.  Chairman  and  Members  of  the  Subcommittee. 
My  name  is  Carolyn  Emigh.   I  serve  as  economist  to  the  Nonprofit 
Mailers  Federation,  a  national  grass  roots  network  of  about  300 
nonprofit  organizations. 

We  are  grateful  for  the  opportunity  to  appear  again  this  year 
before  the  Committee  in  order  to  address  a  new  development:   The 
Postal  Service  has  placed  on  the  table  a  proposal  to  cut  the  rev- 
enue foregone  appropriation — the  funds  that  underwrite  preferred 
mail  rates  for  certain  nonprofit  organizations  and  for-profit 
companies . 

The  nonprofit  community  has  also  developed  a  proposal  since 
our  last  appearance.   Both  proposals  would  cut  revenue  foregone 
substantially  and  raise  mail  rates.   Both  inflict  greater  pain  on 
nonprofit  third  class  than  on  the  other  two  classes  of  preferred 
rate  mailers.   That's  just  about  where  the  similarity  ends. 

The  Postal  Service  proposal  would  inflict  maximum  pain  be- 
cause it  would  revoke  the  preferred  rate  permits  of  a  large 
number  of  organizations,   virtually  all  other  preferred  rate 
mailer  would  pay  an  enormous  double  digit  increase  in  postage. 

Those  that  would  lose  their  permits  represent  a  hodgepodge  of 
organizations.   There  doesn't  appear  to  be  any  underlying  policy 
rationale  for  the  Postal  Service's  revocation  proposal  except  to 
cause  the  maximum  disruption. 

The  Postal  Service's  proposal  and  ours  would  impact  every 
preferred  rate  mailer,  but  our  proposal  would  be  much  less  dis- 
ruptive on  the  nation  as  a  whole.   It  would  spread  the  pain 
across  a  broad  swath  of  nonprofit  third  class  mailers. 

Instead  of  extracting  the  maximum  sacrifice  from  about  40 
percent  of  preferred  rate  mailers — almost  all  of  whom  would  be 
nonprofit  organizations,  our  proposal  can  be  genuinely  charac- 
terized -as  shared  sacrifice. 

Not  only  is  the  Postal  Service  proposal  unnecessarily  dis- 
ruptive of  the  works  of  good  Samaritans,  but  also  it  fails  to 
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address  the"  fundamental  reason  why  the  full  funding  level  of  rev- 
enue foregone  is  so  astronomical. 

No  wonder  postal  management  does  not  refer  to  its  proposal  as 
"reform."  Instead  of  proposing  reform — to  remove  abuse,  it  would 
add  new  abuse  to  the  existing  ones. 

A.   BTIglbilitv 

Postal  management  must  have  hidden  agenda  when  it  comes  to 
their  proposal  to  change  the  law  with  respect  to  eligibility  be- 
cause there  doesn't  appear  to  be  any  policy  rationale  to  the 
proposed  hodgepodge  of  disqualifications. 

It  seems  like  their  objective  is:  How  can  we  cause  the  max- 
imum disruption  to  good  Samaritans?  Postal  management  proposes 
several  effective  ways  to  cause  great  and  unnecessary  harm. 

First,  they  propose  to  concentrate  the  disruption  on  li- 
braries and  on  about  one-third  to  40  percent  of  the  organizations 
that  currently  hold  nonprofit  third  class  mail  permits.   The 
Postal  Service  seeks  to  pull  the  permits  of  these  nonprofit 
organizations . 

It  is  important  to  recognize  that  to  pull  the  permit  of  a 
nonprofit  organization  means  disruption  to  the  point  of  extinc- 
tion. Mail  rates  for  organizations  that  lose  eligibility  will 
Just  about  double.  Few  nonprofits  can  survive  a  50  percent 
Increase  in  bulk  mail  rates  on  October  1. 

The  nonprofit  community  itself  proposes  to  disqualify  certain 
types  of  third  class  mailings,  but  postal  management  wants  to 
disqualify  entire  organizations.   There  is  nothing  to  debate  when 
it  comes  to  which  approach  is  least  disruptive. 

(1)   Postal  management's  eligibility  proposal  treats 
for-profit  companies  inconsistently. 

The  Postal  Service  would  have  you  believe  that  their  proposal 
is  worthy  because  it  would  disqualify  for-profit  book  publishers. 
This  raises  a  difficult  policy  question: 

If  for-profit  book  publishers  do  not  deserve  a 
piece  of  the  revenue  foregone  appropriation,  why  do 
other  for-profit  companies? 

Publishers  qualify  for  the  preferred  rate  when  they  mail 
books  to  libraries.   If  you  think  that  book  publishers  can  afford 
to  pay  the  commercial  rate,  you're  right. 

The  problem  is  that  for-profit  companies  can  pass  higher  cost 
on  to  their  customers,  in  this  case  libraries,  most  of  which  op- 
erate on  a  fixed  and  all  too  often  declining  budget.  As  a  re- 
sult, libraries  will  buy  fewer  books. 
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The  libraries  that  will  suffer  most  are  located  in  rural 
areas,  small  towns,  declining  cities — places  in  our  country  where 
citizens  are  most  dependent  on  public  libraries. 

while  it  may  sound  like  reform  to  disqualify  book  publishers, 
remember  it's  really  people  that  depend  on  fixed-income  libraries 
— students,  educators,  low-  and  middle  income  readers — who  will 
suffer. 

(2)  Postal  management's  eligibility  proposal  treats 
nonprofit  organizations  inconsistently. 

Only  a  nonprofit  organization  is  eligible  for  preferred  third 
class  rates.   To  cut  the  revenue  foregone  appropriation,  there 
are  two  basic  policy  options:   Disqualify  an  entire  category  of 
nonprofit  organization,  or  disqualify  certain  types  of  mailings. 
Either  policy  will  be  disruptive. 

The  public  policy  issue  is: 

For  a  given  amount  of  savings  in  revenue  fore- 
gone, which  policy  option  will  mean  the  least  dis- 
ruption to  the  good  works  that  currently  eligible 
nonprofit  organizations  perform? 

Postal  management  opts  for  the  maximum  disruption,  while  non- 
profits propose  a  more  rational  choice. 

Currently,  nonprofit  third  class  mail  rates  are  limited  to 
organizations  that  are  organized  and  operate  for  a  nonprofit  pur- 
pose that  falls  into  one  of  the  following  primary  purposes:   re- 
ligious, philanthropic,  educational,  scientific,  labor,  veterans, 
fraternal,  and  agricultural. 

Postal  management  may  be  exemplary  when  it  comes  to  delivery 
of  mail,  but  it's  difficult  to  see  positive  public  policy  agenda 
in  their  eligibility  proposals  relative  to  nonprofits. 

They  want  Congress  to  condition  eligibility  for  nonprofit 
philanthropic,  religious,  scientific,  educational,  veterans,  and 
fraternal  organizations  on  the  basis  of  the  section  in  the  In- 
ternal Revenue  Code  under  which  a  nonprofit  applies  for  tax 
exemption. 

The    tax   code    aa    tba    bright    line    teat    for   eligibilitj 
will    inevitably  discriminate    between    worthy   eauaea. 

For  example,  postal  management  would  severely  disrupt  the 
good  works  of  one  veterans  organization  that  is  exempt  from  tax- 
ation under  Section  501(c)(4)  but  not  touch  another  group  of 
veterans  that  is  exempt  under  Section  501(c) (19).   Is  that  fair? 

Likewise,  what  is  the  public  policy  rationale  that  supports 
postal  management's  proposal  to  continue  eligibility  for  organi- 
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zations  that  advocate  workers'  rights  but  disqualify  Just  about 
every  other  nonprofit  organization  that  advocates  the  rights  of 
citizens  other  than  hourly  workers? 

Postal  management  would  maintain  eligibility  for  a  nonprofit 
fraternal  organization  that  benefits  individuals  affiliated  with 
a  certain  religion  or  denomination,  such  as  catholics,  but  would 
disqualify  a  nonprofit  fraternal  organization  that  benefits  phi- 
lanthropies. 

The  proposal  that  the  nonprofit  community  proffers  will 
impact  all  eight  categories  of  nonprofit  organizations  too,  but 
it  would  spread  the  pain  much  more  evenly.   The  Postal  Service 
proposes  to  make  life  untenable  for  some  nonprofits;  the  others 
would  be  injured  but  not  nearly  as  badly. 

The  government  is  not  able  to  replace  the  organizations  that 
would  no  longer  be  around,  if  postal  management's  proposal  were 
enacted,  to  provide  the  good  works  now  performed.   They  just 
won't  get  done.   People  who  now  benefit  will  suffer  or  be  more 
disadvantaged . 

From  the  point  of  view  of  society,  it  seems  far  more  prudent 
to  adopt  the  shared  sacrifice  option  than  to  obliterate  nonprofit 
organizations  based  on  the  section  of  the  Internal  Revenue  Code 
under  which  they  apply  for  tax  exempt  status. 

(3)   Postal  management's  eligibility  proposal  treats 
advertising  inconsistently. 

Postal  management's  proposal  represents  the  height  of  incon- 
sistency when  it  comes  to  advertising.  Consider  the  current 
rule: 

A  second  class  mailer  qualifies  for  the  pre- 
ferred rate  with  as  much  as  75  percent  of  the  con- 
tent in  advertisements. 

That's  the  rule  with  regard  to  advertising  content  in  a 
second  class  publication  whether  it  is  mailed  inside  or  outside 
the  county  where  it  is  published. 

Now  postal  management  proposes  that  Congress  continue  to 
allow  that  much  advertising  for  second  class  in-county  publi- 
cations but  disqualify  a  second  class  publication  that  mails  out- 
side the  county  where  it  is  published  if  it  contains  more  than  10 
percent  advertising. 

Ironically,  most  preferred  rate  in-county  publications  are 
owned  by  for-profit  companies,  and  most  outside  county  publi- 
cations are  published  by  nonprofit  organizations.  When  it  comes 
to  a  third  class  publication — all  of  which  are  nonprofit,  postal 
management  wants  to  ban  advertising  altogether. 
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What  is  the  policy  rationale  to  pennit  a  publication  that  is 
mailed  within  the  county  where  it  is  published  to  be  heavily 
weighted  toward  commercial  advertising  but  severely  limit  adver- 
tising content  in  a  publication  that  is  distributed  outside  the 
county  of  publication? 

If  anything,  the  publication  mailed  outside  the  county  of 
publication  is  more  costly  to  mail  and  the  nonprofit  publisher  is 
more  likely  to  be  financially  strapped  than  the  for-profit  in- 
county  publisher.   Therefore,  it  would  seem  that  the  nonprofit 
outside  county  publication  needs  greater  advertising  revenue  in 
order  to  survive  that  the  in-county  for-profit  publication. 

Equally  puzzling  is  the  Postal  Service's  rationale  for  its 
proposal  to  disqualify  a  third  class  publication  that  has  any 
advertising.  Again  from  the  economic  perspective,  a  third  class 
publication  that  does  not  have  subscribers  would  seem  to  be  in 
greater  need  of  outside  revenue  than  a  second  class  publication 
that  is  subscription  based. 

There  isn't  an  economic  rationale,  nor  can  one  argue  that  the 
content  of  a  second  class  publication  is  more  worthy  of  afford- 
able mail  rates  than  a  third  class  publication.  Most  third  class 
publications  serve  an  educational  purpose,  such  as  to  disseminate 
public  health  information. 

If  paid  space  advertisements  are  inappropriate  for  a  publi- 
cation that  benefits  from  revenue  foregone,  then  a  publication 
with  paid  space  ads  should  be  disqualified — regardless  of  the 
class  of  mail  or  whether  it  is  mailed  to  readers  that  live  pri- 
marily inside  or  outside  the  county  of  publication. 

If  eligibility  is  based  on  the  nature  or  worthiness  of  the 
publication's  content,  whether  the  publication  has  subscribers, 
or  whether  it  is  mailed  primarily  inside  or  outside  the  county  of 
publication,  then  that  should  be  the  policy  across  the  board 
rather  than  be  applied  arbitrarily  to  some  preferred  rate  publi- 
cations but  not  to  others. 

B.   Mark  Up  Percentage 

Although  the  nonprofit  community  proposes  to  restrict  eligi- 
bility of  certain  mailings  by  nonprofit  organizations  that  cur- 
rently qualify,  abuse  of  the  privilege  is  net  the  reason  why  the 
full  funding  level  is  so  inflated. 

The  major  reason  is  the  percentage  by  which  the  Postal 
Service  and  the  Postal  Rate  Commission  mark  up  what  it  actually 
costs  the  Postal  Service  to  deliver  nonprofit  third  class  mail. 
That  mack  up  figure,  currently  a  whopping  46  percent,  has  nothing 
to  do  with  the  rate  at  which  nonprofit  third  class  mail  consumes 
postal  overhead. 
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The  46  percent  mark  up  figure  represents  an  estimate  of  the 
amount  of  the  Postal  Service's  overhead  that  a  particular  type  of 
mail  consumes.   That  mail — pure  commercial  advertising  mail — 
represents  about  40  percent  of  the  Postal  Service's  total  mail 
volume. 

The  Postal  Reorganization  Act  provides  that  in  selecting  a 
mark  up  percentage,  the  Postal  Service  and  Postal  Rate  Commission 
should  take  into  account  the  educational,  cultural,  scientific, 
and  informational  value  of  the  mail.   There  isn't  any  such  value 
in  pure  commercial  bulk  mail. 

An  amendment  that  originated  on  the  Senate  side  in  1986  man- 
dates that  the  mark  up  percentage  for  nonprofit  third  class  be  no 
greater  than  equal  to  the  mark  up  percentage  for  commercial  third 
class  mail.   In  practice,  "no  greater  than"  became  "equal  to"  in 
subsequent  postal  rate  cases. 

In  all  fairness,  the  Senate  in  1986  was  trying  to  make  rate 
making  more  fair  to  nonprofit  organizations.   "Equal  to"  did 
represent  a  vast  improvement.   Prior  to  1986,  the  Postal  Service 
used  a  mark  up  percentage  for  nonprofits  that  was  substantially 
greater  than  the  mark  up  percentage  it  used  for  commercial  mail. 

Nonetheless,  to  be  economically  sound  and  justifiable,  the 
mark  up  percentage  for  nonprofit  third  class  mail--about  10 
percent  of  postal  volume- -should  be  substantially  smaller  than 
the  mark  up  percentage  for  commercial  mail.   Common  sense  tells 
us  that  much. 

The  Postal  Rate  Commission  has  proposed  repeatedly  to  Con- 
gress to  do  this  via  a  subclass.   The  Postal  Service  is  unalter- 
ably opposed  to  this  approach. 

The  other  approach  to  make  nonprofit  mail  rates  fair  and  rea- 
sonable is  for  Congress  to  select  a  mark  up  percentage  and  man- 
date its  use  in  postal  rate  making.   There  are  valid  pros  and 
cons  to  either  approach,  the  subclass  or  a  statutory  mark  up 
percentage. 

A  third  approach,  represented  by  postal  management's  pro- 
posal, is  anti-intellectual: 

Ignore  reform  of  the  root  cause  of  the  problem — a 
grossly  inflated  full  funding  level — and  add  more  abuse 
to  rate  making.   Make  a  large  chunk  of  nonprofit  mailers 
pay  the  commercial  rate  for  all  their  third  class  mail. 

Even  if  the  Postal  Service  were  to  propose  eligibility 
changes  that  were  based  on  rational  policy  choices,  it  wouldn't 
deal  with  the  inequity  in  postal  rate  making.   The  Act  provides 
that  mail  rates  should  be  fair  and  reasonable.  Now  the  only 
mailers  that  are  denied  due  process  in  rate  making  are  good 
Samaritans. 
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In  the  past.  Congress  has  mitigated  this  inequity  by  appro- 
priating full  funding  for  revenue  foregone.   Last  year,  when 
Congress  appropriated  less  than  the  inflated  full  funding  level, 
the  action  that  Congress  took  was  the  equivalent  of  the  second 
approach  outlined  above:  Congress  in  effect  mandated  a  fairer 
and  more  reasonable  mark  up  percentage. 

If  nonprofit  third  class  were  assigned  a  more  reasonable  and 
less  arbitrary  mark  up  percentage,  it  would  not  raise  the  rates 
of  all  other  mailers  in  a  disruptive  fashion.   In  fact,  it  will 
be  hardly  noticeable.   The  amount  of  last  year's  cut  in  revenue 
foregone  would  amount  to  a  negligible  increase — six-tenths  of  one 
percent — in  other  mail  rates. 

It  would  be  even  less  if  Congress  were  to  couple  a  fair  mark 
up  percentage  with  the  eligibility  restrictions  that  we  propose. 
This  dual  approach  to  the  problem  is  rational,  fair,  consistent 
with  the  purposes  of  the  Reorganization  Act,  and  much  less  dis- 
ruptive to  our  society  that  the  Postal  Service's  proposal. 

Nonprofits  will  be  required  to  sacrifice  under  our  proposal, 
but  the  pain  would  be  shared  by  all  nonprofit  third  class 
mailers.   The  Postal  Service,  on  the  other  hand,  would  heap  max- 
imum disruption  on  libraries  and  on  another  40  percent  of  non- 
profit mailers  and  impose  a  double  digit  increase  on  remaining 
preferred  rate  mail. 

The  Postal  Service's  proposal  is  anti-intellectual,  perpetu- 
ates bias,  adds  new  abuse  to  rate  making,  and  is  unnecessarily 
disruptive  to  our  nation  as  a  whole. 

Both  our  proposal  and  theirs  will  cut  the  revenue  foregone 
appropriation  substantially.  We  urge  this  Committee  to  weigh 
judiciously  the  calculable  consequences  that  flow  inevitably  from 
each  proposal  to  cut  the  appropriation.  We  are  confident  that 
this  Committee  will  then  act  in  the  public's  best  interest. 
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U.S.  Postal  Service  Proposal:   Policy  Anomalies 


Eligibility  for  Preferred  Mail  Rates 


No  Change  Disqualified 


A.  For-profits; 


book  publishers 

all  other  for-profit  mailers 


B.  Nonprofits: 


veterans/Sec.  501(c) (19) 
veterans/Sec.  501(c)(4) 


advocate  for  hourly  workers/(c) (5 ) 
National  Taxpayers  Union/(c)(4) 


educational: 

League  of  Women  voters-USA/(c) (4) 
National  Rifle  Association/(c) ( 4) 


X 
X 


National  Resources  Defense  Council/(c) ( 3 )  X 

World  Wildlife  Fund/(c)(3)  X 

National  Audubon  Society/(c) ( 3 )  X 

Defenders  of  Wildlife/(c) ( 3 )  X 

Planned  Parenthood/(c) ( 3 )  X 


fraternal  religious/(c) ( 8 ) 
fraternal  philanthropic/(c) ( 10 ) 


C.  Maximum  Allowable  Advertising: 

2nd  Class/in-county 

2nd  Class/outside-county 

3rd  Class 


Existing 

Proposed 

75% 

75% 

75% 

10% 

no  limit 

0% 
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Thursday,  March  25,  1993. 
AMERICAN  ASSOCIATION  OF  RETIRED  PERSONS 

WITNESS 
DR.  ROBERT  P.  SHREVE 

INTRODUCTION 

Mr.  ViscLOSKY  [presiding].  The  American  Association  of  Retired 
Persons,  Dr.  Robert  P.  Shreve. 

Dr.  Shreve,  we  will  have  your  entire  testimony  entered  into  the 
record  and  would  ask  you  to  summarize  in  five  minutes.  I  would 
appreciate  that  very  much. 

Statement  of  Dr.  Shreve 

Dr.  Shreve.  I  would  be  happy  to  do  that.  On  behalf  of  the  Ameri- 
can Association  of  Retired  Persons,  AARP,  I  want  to  thank  you  for 
the  opportunity  to  testify  concerning  the  fiscal  year  1994  appro- 
priations for  the  tax  counseling  for  the  elderly  program,  TCE. 

My  name  is  Dr.  Robert  Shreve,  and  I  am  a  member  of  AARP's 
Board  of  Directors. 

Mr.  Chairman,  the  Association  deeply  appreciates  the  Subcom- 
mittee's continued  support  of  TCE.  The  additional  resources  provid- 
ed in  fiscal  year  1993  represent  the  first  real  increase  in  years  for 
the  program.  TCE  is  targeted  to  low  and  moderate  income  older 
persons  and  improves  taxpayer  compliance  immeasurably  for  the 
Internal  Revenue  Service  by  helping  to  ensure  that  more  tax  re- 
turns are  prepared  completely  and  accurately.  At  the  same  time, 
TCE  volunteers  inform  taxpayers  about  their  obligations  and  assist 
them  in  fulfilling  their  responsibilities. 

The  value  of  TCE  has  been  amply  demonstrated  over  the  years 
and  has  reflected  a  growing  demand  for  assistance.  When  the  pro- 
gram was  begun  in  fiscal  year  1980,  it  helped  846,000  elderly  tax- 
payers prepare  their  tax  returns.  In  1992,  approximately  1.6  mil- 
lion people  received  tax  counseling,  and  that  was  an  increase  of 
five  percent  over  the  previous  year. 

Over  31,000  volunteers  were  involved  in  providing  this  service 
last  year.  TCE  volunteers  are  dedicated  to  the  program  and  com- 
mitted to  helping  others. 

Most  of  the  people  they  serve  at  no  cost  would  have  to  pay  a  pro- 
fessional tax  preparer  as  much  as  a  hundred  dollars,  an  exorbitant 
cost  for  anyone  living  on  a  low  or  moderate  income.  High  quality 
service  is  a  key  factor  in  the  success  of  the  program. 

TCE  volunteers  have  consistently  maintained  an  accuracy  rate  of 
95  percent.  High  quality  service  is  emphasized  each  year  as  one  of 
the  most  important  goals  of  the  program. 

Mr.  Chairman,  to  the  extent  additional  funds  are  available,  we 
recommend  an  increase  above  inflation  in  TCE's  fiscal  year  1994 
appropriation.  At  a  minimum,  we  would  urge  an  inflation  adjust- 
ment in  this  excellent  program.  That  would  at  least  allow  TCE  to 
continue  reaching  the  same  number  of  elderly  taxpayers  next  year 
and  would  enable  the  program  to  continue  to  participate  in  cost  ef- 
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fective  efforts  developed  by  the  IRS,  including  the  agency's  reduced 
unnecessary  filing  initiative. 

Approximately  1.5  million  tsix  returns  are  filed  unnecessarily 
each  year  at  considerable  expense  to  the  Federal  Government. 
Studies  show  that  an  estimated  45  percent  of  these  taxpayers  are 
over  65.  To  reduce  these  high  numbers,  the  IRS  has  developed  a 
work  sheet  for  our  volunteers  to  use  in  screening  possible  taxpay- 
ers. 

Filing  one's  Federal  income  tax  form  can  pose  formidable  prob- 
lems for  anyone,  especially  for  widows  who  may  be  preparing  a  tax 
return  for  the  first  time.  The  complexities  of  our  tax  code,  includ- 
ing such  provisions  as  those  relating  to  medical  benefits,  IRA  with- 
drawals and  one-time  exclusion  on  the  sale  of  a  primary  residence 
cause  many  aged  taxpayers  particular  struggles  in  computing  their 
tax  obligations.  Moreover,  many  aged  citizens  are  not  aware  of  the 
changes  in  our  tax  law  over  the  past  few  years. 

TCE  has  been  an  extraordinarily  effective  program  with  solid 
support  from  the  communities  it  serves  and  the  elderly  clients  who 
seek  assistance. 

Thank  you  again  for  this  opportunity  to  comment  on  the  1994 
appropriations  for  the  tax  counseling  for  the  elderly  program. 

Mr.  ViscLOSKY.  Thank  you  for  the  work  your  Association  does, 
and  I  appreciate  your  succinct  testimony  and  your  commitment. 

Thank  you  very  much. 

Dr.  Shreve.  Thank  you  sir. 

[The  statement  of  Dr.  Shreve  follows:] 


STATEMENT 
OF 
THE  AMERICAN  ASSOCIATION  OF  RETIRED  PERSONS 

ON 

FY  1994  TREASURY,  POSTAL  SERVICE  APPROPRIATIONS 

BEFORE  THE 


SUBCOMMITTEE  ON  TREASURY,  POSTAL  SERVICE  AND 
GENERAL  GOVERNMENT 


OF  THE 

COMMITTEE  APPROPRIATIONS 

UNITED  STATES  HOUSE  OF  REPRESENTATIVES 

MARCH  25,  1993 
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On  behalf  of  the  American  Association  of  Retired  Persons, 
thank  you  for  this  opportunity  to  testify  concerning  Fiscal  Year 
1994  appropriations  for  the  Tax  Counseling  for  the  Elderly  (TCE) 
program  and  for  revenue  foregone.   My  name  is  Dr.  Robert  P. 
Shreve  and  I  am  a  member  of  AARP's  Board  of  Directors. 

Mr.  Chairman,  the  Association  deeply  appreciates  the 
Subcommittee's  continued  support  of  TCE.   The  additional 
resources  provided  in  FY  1993  represent  the  first  real  increase 
in  years  for  this  program  which  is  targeted  to  low  and  moderate 
income  older  Americans.  TCE  improves  taxpayer  compliance 
measurably  for  the  Internal  Revenue  Service  by  helping  to  ensure 
that  more  tax  returns  are  prepared  completely  and  accurately.   At 
the  same  time,  TCE  volunteers  inform  taxpayers  about  their 
obligations  and  assist  them  in  fulfilling  their  responsibilities. 

The  value  of  TCE  has  been  amply  demonstrated  over  the  years, 
and  is  reflected  in  growing  demand  for  assistance.   When  the 
program  first  began  in  1980,  it  helped  846,000  elderly  taxpayers 
prepare  their  tax  returns.   In  FY  1992,  approximately  1.6  million 
people  received  tax  counseling,  an  increase  of  5%  over  the 
previous  year.   More  than  31,000  volunteers  were  involved  in 
providing  this  service  at  approximately  10,000  sites  last  year. 
In  your  own  State  of  Maryland,  Mr.  Chairman,  26,930  elderly 
taxpayers  were  helped  by  733  volunteers. 
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TCE  volunteers  are  dedicated  to  the  program  and  are 
committed  to  helping  others.   Most  of  the  people  they  serve  at  no 
cost  would  be  forced  to  pay  a  professional  preparer  as  much  as 
$100  to  prepare  their  tax  returns  —  an  exorbitant  cost  for 
anyone  living  on  a  low  or  moderate  income. 

High  quality  service  is  a  key  factor  in  the  success  of  the 
program.   TCE  volunteers  have  consistently  maintained  an  accuracy 
rate  of  95%.   High  quality  service  is  emphasized  each  year  as  one 
of  the  most  important  goals  of  the  program. 

Mr.  Chairman,  to  the  extent  that  additional  funds  are 
available,  AARP  recommends  an  increase  next  year  above  inflation 
in  TCE's  FY  1994  appropriation.   At  a  minimum,  we  would  urge  an 
increase  for  inflation  in  this  meritorious  program. 

An  inflation  adjustment  would  at  least  allow  TCE  to  continue 
reaching  the  same  number  of  elderly  taxpayers  next  year.   It 
would  also  permit  continued  volunteer  support  of  IRS  automation 
efforts,  such  as  the  1040PC,  tax  preparation  software  which 
condenses  tax  data  to  a  single  (or  a  few  sheets)  to  ease  IRS  data 
entry  and  reduce  IRS  expenses. 

In  addition,  increased  funding  would  enable  the  TCE  program 
to  continue  to  participate  in  IRS  efforts  such  as  the  Reduce 
Unnecessary  Filing  (RUF)  program.   Approximately  1.5  million  tax 
returns  are  filed  unnecessarily  each  year  at  considerable  expense 
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to  IRS.   Studies  show  that  approximately  45%  of  these  taxpayers 
are  over  65.   To  reduce  these  high  numbers,  the  IRS  developed  a 
worksheet  for  volunteers  to  use  for  those  taxpayers  who  do  not 
need  to  file  a  return. 

Filing  one's  federal  income  tax  form  can  pose  formidable 
programs  for  anyone,  especially  for  widows  who  may  be  preparing  a 
tax  return  for  the  first  time.   The  complexities  of  our  tax  code, 
including  such  provisions  as  those  relating  to  pension  benefits, 
IRA  withdrawals,  and  one-time  exclusion  on  sale  of  a  primary 
residence,  cause  many  aged  taxpayers  particular  struggles  in 
computing  their  tax  obligations.   Moreover,  many  aged  citizens 
are  not  aware  of  the  changes  made  in  our  tax  laws  over  the  past 
few  years.   TCE  has  been  an  extraordinarily  effective  program, 
with  solid  support  from  the  communities  it  serves  and  the  elderly 
clients  who  seek  assistance.   Much  of  its  success  is  directly 
related  to  the  interest  and  support  of  Congress. 

Mr.  Chairman,  the  Association  also  recommends  that  the 
Subcommittee  approve  a  revenue  foregone  appropriation  which  would 
maintain  postal  rates  for  nonprofit  mailers  at  current  levels. 
Congress  provided  this  subsidy  in  recognition  that  private, 
nonprofit  organizations  complement  government  activities  at  all 
levels  —  federal,  state  and  local.  Indeed,  the  nonprofit  sector 
often  acts  as  a  substitute  when  governmental  units  are  unable  to 
perform  certain  functions  because  of  budgetary  constraints.  In 
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the  absence  of  full  funding,  steps  should  be  taken  to  work  out  a 
resolution  that  maintains  nonprofit  postal  rates. 

In  many  cases,  education,  health,  and  other  human  services 
provided  by  nonprofit  organizations  enable  recipients  to  live 
independently  without  any  governmental  assistance.   Many  of  these 
services  would  be  sharply  curtailed  or  even  eliminated  if 
Congress  did  not  provide  adequate  funding  for  the  revenue 
foregone  subsidy,  and  nonprofit  mailers  faced  substantial 
increases  in  postal  rates. 

Thank  you  again  for  this  opportunity  to  comment  on  the  Tax 
Counseling  for  the  Elderly  program  as  well  as  the  revenue 
foregone  appropriation  for  Fiscal  Year  1994. 
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Thursday,  March  25,  1993. 
AMERICAN  ARTS  ALLIANCE 

WITNESSES 

ED  MARTENSON 

NEAL  DENTON,  ALLIANCE  OF  NONPROFIT  MAILERS 

INTRODUCTION 

Mr.  ViscLOSKY  [presiding].  Mr.  Ed  Martenson  from  the  American 
Arts  Alliance. 

Statement  of  Ed  Martenson 

Mr.  Martenson.  Thank  you,  sir,  for  the  opportunity  to  testify 
here  today.  My  name  is  Ed  Martenson.  I  am  Executive  Director  of 
the  Guthrie  Theater  in  Minneapolis,  Minnesota.  I  am  here  today  to 
testify  on  revenue  foregone  on  behalf  of  the  2,600  nonprofit  art  mu- 
seums, dance  and  opera  companies,  choral  ensembles,  theaters, 
symphony  orchestras  and  arts  presenters  across  the  country  that 
are  represented  by  the  American  Arts  Alliance. 

These  institutions  all  depend  upon  the  appropriation  for  revenue 
foregone  to  educate  and  inform  the  public  about  free  performances, 
discounted  ticket  prices,  educational  programs  and  to  solicit  the 
private  contributions  necessary  to  continue  these  programs. 

Thanks  for  this  opportunity  to  participate.  I  might  say  that  when 
I  knew  I  was  coming  and  learned  that  Congressman  Sabo  couldn't 
be  here  with  us  today,  I  was  awfully  glad  to  get  the  chance  to  talk 
with  him  this  morning. 

I  would  ask  that  my  written  statement  be  entered  into  the 
record. 

The  Guthrie  Theater  is  a  classical  theater.  We  believe  that  the 
great  plays  of  dramatic  literature  continue  to  resonate  because 
they  are  concerned  with  timeless  themes  with  stories  and  charac- 
ters which  engage  our  imagination  regardless  of  the  time  and  place 
in  which  they  are  written.  These  plays  help  us  all  to  acknowledge 
our  connection  with  other  peoples  and  other  times,  to  locate  our- 
selves in  a  historical  continuum  and  to  create  a  context  for  under- 
standing our  lives  and  our  world. 

To  this  end,  the  Guthrie  serves  nearly  400,000  people  and  has  a 
budget  of  $10  million  annually.  In  fiscal  year  1993,  we  project  that 
we  will  spend  just  under  $60,000  on  third  class  nonprofit  postage.  A 
35  to  45  percent  increase  in  the  postal  rates  would  lead  to  an  addi- 
tional $20,000  to  $30,000  in  direct  expenses  from  us,  all  of  which 
would  directly  reduce  funds  that  are  available  for  the  programs 
themselves,  substitute  overhead  for  program  costs. 

Over  half  of  our  mail  is  associated  with  season  program  and 
fund-raising  information,  which  accounts  for  approximately  2.5  mil- 
lion of  our  income  from  sales  and  contributions.  If  the  cost  of  these 
particular  mailings  increase,  there  would  be  a  corresponding  de- 
crease in  the  funds  available  for  the  productions  that  the  audience 
comes  to  see. 

The  other  half  of  our  third  class  mail  is  devoted  to  programs. 
Preferred  direct  mail  is  the  only  practical  way  to  reach  the  audi- 


375 


ence  with  information  regarding  the  plays  and  their  historical  con- 
text, regarding  our  interpretation  of  the  plays,  information  about 
programs  available  for  people  with  disabilities,  information  about 
our  distinguished  lecture  series,  which  this  year  offered  an  oppor- 
tunity to  hear  a  Nobel  Prize  winner,  information  that  teachers  pre- 
pare for  the  50,000  students  who  attend  our  plays  each  year. 

If  the  cost  of  these  mailings  increases  too  quickly,  they  will  have 
to  be  curtailed  or  eliminated.  These  are  examples  from  the  Guthrie 
that  stand  for  the  experience  of  these  2500  arts  organizations  all 
across  the  country.  They  have  worked  hard  to  make  the  best  use  of 
their  resources  and  the  appropriation  for  revenue  foregone  has  al- 
lowed them  to  raise  private  funds  while  at  the  same  time  advance 
education.  Given  the  budget  constraints  we,  too,  recognize  that  a 
request  to  fully  fund  the  appropriation  for  revenue  foregone  is  un- 
realistic. 

However,  we  are  in  tune  with  the  general  desire  to  seek  a  perma- 
nent solution  to  this  annual  problem.  The  American  Arts  Alliance, 
in  cooperation  with  the  Alliance  of  Nonprofit  Mailers  recommends 
reform  in  the  revenue  forgone  formula  to  reduce  the  need  for  a 
large  annual  appropriation.  Such  a  reform  must  include  a  pre- 
ferred rate  for  qualified  nonprofit  organizations. 

As  part  of  this  reform,  arts  organizations  would  join  with  other 
non-profits  in  willingness  to  sacrifice  eligibility  for  certain  types  of 
mail  and  to  accept  managed  postal  rate  increases. 

We  agree  that  the  legitimate  interests  of  all  of  the  parties,  in- 
cluding the  Postal  Service,  the  commercial  mailers  and  nonprofit 
organizations  in  general  should  be  represented  in  the  solution  to 
this  funding  problem.  The  arts  community  has  made  its  position 
clear.  I  am  happy  to  reiterate  it,  that  we  are  willing  to  have  eligi- 
bility cuts  and  manageable  postal  rate  increases  in  return  for  a 
permanent  solution  that  would  allow  us  to  continue  our  missions  of 
education  and  outreach  to  communities  across  the  country.  We 
hope  that  the  members  of  the  subcommittee  will  continue  to  work 
with  the  nonprofit  community  to  that  end. 

Mr.  ViscLOSKY.  I  appreciate  your  testimony  and  I  appreciate  your 
pragmatism.  I  think  that  will  be  very  helpful  as  the  subcommittee 
considers  the  issue.  I  appreciate  the  fact  that  you  have  travelled 
here  today  and  appreciate  your  commitment  on  the  issue.  Thank 
you  very  much. 

[The  statement  of  Mr.  Martenson  follows:] 
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AMERICAN 
A  R  T  ^ 
ALLIANCE 


TESTIMONfY 

ON  THE  FY  94  APPROPRIATION  FOR  REVENUE  FOREGONE 

Submitted  By 

THE  AMERICAN  ARTS  ALLIANCE 
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Mr.  Chairman  and  distinguished  members  of  the  Subcommittee,  my  nzune 
is  Edward  Martenson  and  I  am  the  Executive  Director  of  the  Guthrie 
Theater  in  Minneapolis,  Minnesota.  I  am  here  today  to  present 
testimony  on  the  annual  appropriation  for  revenue  foregone  on 
behalf  of  the  American  Arts  Alliance.  The  American  Arts  Alliance 
represents  2,600  nonprofit  professional,  performing,  exhibiting  and 
presenting  arts  organizations  across  the  country.  These  many 
institutions,  including  art  museums,  dance  and  opera  companies, 
choral  ensembles,  theatres,  symphony  orchestras  and  arts 
presenters,  depend  on  the  appropriation  for  revenue  foregone  to 

advance  their  vital  missions. 

■> 

Nonprofit  postal  rates  allow  arts  institutions  to  educate  and 
inform  the  public  of  upcoming  events,  free  performances,  discounted 
ticket  prices  and  educational  programs,  and  to  solicit  the  private 
contributions  necessary  to  continue  these  programs.  On  behalf  of 
these  institutions,  the  millions  of  Americans  whose  lives  are 
enriched  by  the  arts,  and  the  many  communities  who  benefit 
culturally  and  economically,  we  thank  you  for  this  opportunity  to 
participate  in  these  hearings. 

Nonprofit  arts  institutions  are  considered  educational  institutions 
and  are  therefore  granted  tax-exempt  status  under  Section  501(c) (3) 
of  the  Internal  Revenue  Code.  The  Internal  Revenue  Code  defines 
education  as  "the  instruction  of  the  individual  for  purposes  of 
improving  or  developing  his  capabilities,  or  the  instruction  of  the 
public  on  subjects  useful  to  the  individual  and  beneficial  to  the 
community."  Arts  institutions  are,  in  effect,  living  classrooms. 

The  mission  statement  of  my  own  Guthrie  Theater  in  Minneapolis 
states,  "We  believe  some  aspects  of  existence  are  immutable  and 
that  the  great  plays  of  drcimatic  literature  continue  to  resonate 
because  they  are  concerned  with  timeless  themes  made  manifest 
through  stories  and  characters  which  engage  our  imagination.  In 
choosing  these  plays  as  a  foundation  of  our  repertory,  we 
acknowledge  a  connection  with  other  peoples  and  other  times,  we 
locate  ourselves  in  a  historical  continuum,  and  we  create  a  context 
for  understanding  our  lives  and  our  world." 

Arts  and  education  are  truly  inseparable.  It  is  arts  institutions' 
natural  role  to  act  as  educators,  and  we  perform  this  role 
admirably.  When  individuals  attend  a  performance  or  visit  a  museum 
they  are,  in  fact,  participating  in  an  educational  event. 

As  federal,  state,  and  local  support  for  all  nonprofit 
organizations  has  declined,  it  has  become  increasingly  important 
for  nonprofit  arts  institutions  to  make  the  best  use  of  all 
available  resources.  The  appropriation  for  revenue  foregone  has 
allowed  us  to  raise  private  funds  while  at  the  same  time  advancing 
our  missions  of  education  and  outreach.  A  nonprofit  postal  rate 
increase  of  35%  -  45%  would  have  dramatic,  negative  effects  on  our 
nation's  nonprofit  arts  institutions'  ability  to  do  their  jobs. 
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Let  me  pause  for  a  moment  to  familiarize  you  with  the  Guthrie 
Theater.  I  am  very  proud  of  what  we  have  accomplished.  The 
Guthrie  Theater  serves  over  385,000  citizens  annually  and  has  an 
annual  budget  of  $10  million.  In  FY  93,  we  project  that  we  will 
spend  $59,000  on  third  class  nonprofit  mail.  Over  half  of  this 
mail  will  be  season  subscription  brochures  -  and  programming 
information,  which  will  account  for  approximately  $2  million  in 
income  or  50%  of  the  Guthrie's  ticket  sales.  Approximately  3%  of 
this  mail  will  be  fundraising  solicitations,  and  it  is  estimated 
that  these  mailings  will  raise  $380,000  in  private  funds  to 
continue  our  programs.  A  35%-45%  increase  in  nonprofit  postal 
rates  would  lead  to  an  additional  $20,000  -  $30,000  in  direct 
expense,  which  would  likely  be  offset 'through  a  reduction  in  the 
number  and  the  size  of  mailings  along  with  other  cutbacks. 

However,  the  balance  is  a  delicate  one:  mailings  are  a  crucial  tool 
in  the  cultivation  of  our  audience.  Preferred  direct  mail  rates 
have  provided  us  with  an  affordable  way  to  educate  the  public  about 
the  Guthrie  and  its  programs.  There  is  no  other  means  as  effective 
in  reaching  various  constituencies  regarding  specific  plays  and 
their  historical  context,  about  programs  available  for  people  with 
disckbilities,  about  our  Distinguished  Lecture  Series,  and 
information  on  subscription  -  including  how  anyone  can  purchase  a 
six  play  series  for  only  $30.00.  The  mail  is  a  cost  efficient  way 
of  educating,  maintaining  a  connection  with,  and  making  ourselves 
accessible  to  the  public.  An  increased  third  class  rate  will 
greatly  diminish  our  ability  to  continue  this  level  of 
communication  and  awareness  of  the  range  of  opportunities  and 
programs  available  at  the  Guthrie. 

Here  are  some  other  examples  of  how  a  sizeable  nonprofit  postal 
rate  increase  would  effect  nonprofit  arts  institutions: 

The  Pes  Moines  Metropolitan  Opera  projects  that  it  will  spend 
$9,443  on  third  class  nonprofit  mail  in  FY  93,  sending  out  18,000 
box  office  solicitations,  24,000  newsletters  and  4,000  fundraising 
pieces.  Thev  report,  "The  annual  tour  of  OPERA  Iowa,  the  company's 
nationally  acclaimed  arts  education  progreun,  is  promoted  and 
coordinated  almost  exclusively  through  the  mail.  Each  year,  every 
school  in  Iowa  receives  a  preliminary  mailing  announcing  the  annual 
tour.  Those  schools  receive  an  advance  kit  of  background 
information,  storyline  and  music  for  the  children's  opera  they  have 
selected.  Each  student  and  teacher  is  then  prepared  to  actually 
participate  in  their  school's  performance.  Without  the  nonprofit 
postal  rate,  this  program  simply  could  not  be  implemented." 

The  Concert  Society  at  Maryland  projects  that  it  will  spend  $5,585 
on  third  class  nonprofit  mail  in  FY  93.  Director  Rose  Ann  Fraistat 
reports,  "Government  funding  is  shrinking  and  corporate  spending  is 
reduced  by  the  recession.  To  cope  with  loss  of  the  nonprofit 
postal  rate,  we  would  reduce  the  number  of  concerts  offered, 
provide  less  support  for  the  Young  Artists  Program,  and  possibly 
end  discount  ticketing  for  students,  families,  and  senior 
citizens." 
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The  Williamstown  Theatre  Festival  in  Massachusetts  projects  that  it 
will  spend  $30,000  in  FY  93  on  third  class  nonprofit  mail,  sending 
out  96,000  pieces  of  subscription  and  programming  information, 
newsletters,  fundraising  letters.  They  report  that  an  increase  in 
mailing  cost  of  35%  to  45%  would  force  them  to  cut  back  on  their 
Free  Theatre  -  a  two-week  Shakespeare  production-  provided  free  of 
charge  to  the  Berkshire  County  Community.  This  production  is 
intended  to  reach  a  large,  diverse  audience  that  cannot  otherwise 
afford  to  attend  theatre. 

The  Fort  Wavne  Philharmonic  Orchestra  projects  that  it  will  spend 
$19,000  on  third  class  nonprofit  mail  in  FY  93.  236,700  pieces  of 
mail  will  be  mailed  out  at  the  nonprofit  postal  rate.  60%  of  this 
mail  will  be  season  subscription  and  programming  information  and 
40%  will  be  newsletters.  They  report  that  a  nonprofit  postal  rate 
increase  of  35%  -  45%  would  cause  severe  restriction  or  eliminaticMi 
of  in-school  ensembles  which  are  provided  for  every  first  through 
sixth  grade  student  in  Allen  City  and  in  a  special  Anti-Drug 
progrjun  for  sixth  grader  students  which  is  operated  in  conjunction 
with  a  school  program. 

The  St.  Louis  Black  Repertory  Company  spends  an  average  of  $8,300 
per  year  on  third  class  nonprofit  mail.  They  report,  "Besides 
mailings  for  press  releases,  season  schedules,  subscription 
campaigns,  group  sales  packets,  corporate  and  foundation  funding 
proposals,  promotional  packets,  and  information  on  our  annual  fund 
drive,  opening  and  closing  season  galas,  and  grant  applications, 
our  educational  outreach  program  is  implemented  through  the  mail. 
We  send  mass  mailings  to  all  public  and  private  schools,  and  follow 
up  with  educational  packets  to  community  centers,  civic 
organizations,  park  and  recreation  departments  and  church 
organizations.  A  nonprofit  postal  rate  increase  of  35%  -  45%  would 
force  us  to  cut  this  program,  which  contributes  greatly  to  the 
success  of  the  theatre." 

A  Traveling  Jewish  Theatre  in  Chicago  reports,  "There  is  no 
question  that  an  increase  in  the  postal  rate  will  have  an  adverse 
effect  on  our  ability  to  reach  our  audience.  We  use  the  third 
class  nonprofit  postal  rate  to  mail  newsletters  to  our  national  and 
local  audience.  Increasing  the  rate  will  limit  the  number  of 
brochures  we  are  able  to  send,  and  would  seriously  erode  our 
audience  base.  We  need  to  use  the  bulk  rate  now  more  than  ever  - 
our  success  depends  on  how  many  potential  subscribers  we  can  reach, 
and  this  will  be  severely  limited  by  the  proposed  increase." 

The  Weatherspoon  Art  Gallery  in  Greensboro,  North  Carolina  reports, 
"Our  mailings  are  the  primary  instrument  by  which  we  notify  our 
public  of  the  events  taking  place.  Without  them,  our  mission  and 
service  to  our  audience  and  community  would  be  paralyzed." 

Mr.  Chairman,  the  bottom  line  is  that  a  nonprofit  postal  rate 
increase  of  the  magnitude  we  are  facing  will  translate  into  cuts  in 
the  educational  programs  and  services  that  we  provide. 
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In  the  past,  the  American  Arts  Alliance  has  advocated  full  funding 
of  the  U.S.  Postal  Service  (USPS)  request  for  the  revenue  foregone 
appropriation.  For  FY  94,  we  would  have  recommended  a  revenue 
foregone  appropriation  of  $612.5  million.  However,  given  current 
budgetary  constraints  and  the  need  for  deficit  reduction,  we 
recognize  that  such  a  request  is  unrealistic. 

A  permanent  solution  to  this  annual  problem  must  be  found.  The 
American  Arts  Alliance,  in  cooperation  with  the  Alliance  of 
Nonprofit  Mailers,  recommends  reform  in  the  revenue  foregone 
formula  to  reduce  the  need  for  a  large  annual  appropriation.  Such 
reform  must  include  a  preferred  rate  for  qualified  nonprofit 
organizations.  In  return  for  cons iderett ion  of  the  public  benefit, 
nonprofit  organizations  would  be  willing  to  sacrifice  eligibility 
qualifications  for  certain  types  of  mail  and  accept  manageable 
postal  rate  increases.  t 

Recently  the  USPS  released  a  proposal  calling  for  severe 
eligibility  restrictions  and  the  elimination  of  preferred  postal 
rates  within  three  years.  Their  proposal  would  dramatically 
restrict  our  ability  to  serve  the  public  and  would  inflict  the 
entire  burden  of  the  reduction  of  the  annual  appropriation  on 
nonprofit  organizations  alone.  Such  a  result  would  have  the  ssune 
effect  as  singling  out  nonprofit  institutions  for  a  new  tax. 

Mr.  Chairman,  as  you  urged  last  month,  we  agree  that  the  legitimate 
interests  of  all  parties  -  including  the  Postal  Service,  the 
Commercial  Mailers,  and  nonprofit  organizations  -  should  be 
represented  in  the  solution  to  this  funding  problem.  The  nonprofit 
community  has  made  its  position  clear:  we  are  willing  to  accept 
eligibility  cuts  and  manageable  postal  rate  increases  in  return  for 
a  permanent  solution  that  would  allow  us  to  continue  our  missions 
of  education  and  outreach  to  communities  across  the  country.  We 
hope  that  you  and  the  Members  of  this  Subcommittee  will  continue  to 
work  with  the  nonprofit  community  toward  a  fair  and  reasonable 
compromise . 


381 


Thursday,  March  25,  1993. 
AMERICAN  DIABETES  ASSOCIATION 

WITNESSES 

JULIE  McCAHILL 

NEAL  DENTON,  ALLIANCE  OF  NONPROFIT  MAILERS 

INTRODUCTION 

Mr.  ViscLOSKY  [presiding].  Miss  Julie  McCahill  for  the  American 
Diabetes  Association. 

Ms.  McCahill.  Thank  you,  Mr.  Chairman. 

Mr.  ViscLOSKY.  You  are  free  to  proceed.  Your  entire  statement 
will  be  entered  into  the  record. 

Statement  of  Julie  McCahill 

Ms.  McCahill.  Thank  you,  sir.  We  may  have  other  things  to 
submit. 

Good  afternoon.  My  name  is  Julie  McCahill  and  it  is  my  pleasure 
to  serve  as  the  voluntary  chairman  of  the  D.C.  area  affiliate  of  the 
American  Diabetes  Association.  This  afternoon,  however,  I  repre- 
sent the  entire  American  Diabetes  Association,  which  is  the  Na- 
tion's largest  voluntary  health  agency,  serving  over  14  million  dia- 
betics. 

We  appreciate  the  opportunity  to  address  the  1994  funding  of  the 
revenue  foregone  postal  appropriation.  Diabetes  is  a  life-threaten- 
ing, chronic  disease  that  has  no  cure.  As  the  fourth  leading  cause 
of  death  by  disease  in  the  United  States,  diabetes  kills  more  than 
160,000  Americans  every  year  and  costs  our  Nation  more  than  $25 
billion  in  health  care  costs  and  lost  productivity. 

The  mission  of  the  American  Diabetes  Association  is  to  prevent 
and  cure  diabetes  and  to  improve  the  lives  of  all  people  affected  by 
the  disease.  Non-profit  postal  rates  play  a  critical  role  in  helping  us 
to  do  that.  Every  increase  in  postage  translates  to  fewer  solicita- 
tions to  help  us  raise  money  and  less  money  to  conduct  research 
and  to  provide  patient  programs.  In  the  past  we  have  advocated 
full  funding  of  the  Postal  Service  request  for  revenue  forgone  ap- 
propriations and  for  fiscal  year  1994  we  also  recommend  a  revenue 
forgone  appropriation  of  $612.5  million,  although  we  do  recognize 
that  in  these  tough  times  that  may  not  be  possible  given  your 
budget  constraints. 

A  permanent  solution  to  the  problem  must  be  found  and  we 
would  support  changes  in  the  revenue  formula.  However,  such 
reform  must  include  a  preferred  rate  for  qualified  organizations  to 
ensure  that  our  services  can  continue  uninterrupted.  Recently  the 
Postal  Service  released  a  proposal  calling  for  the  elimination  of 
preferred  postal  rates  within  three  years,  and  also  suggested  severe 
eligibility  restrictions. 

While  we  commend  the  service  for  its  efforts  in  addressing  the 
problem,  the  proposal  would  severely  restrict  our  ability  to  contin- 
ue to  serve  Americans  with  diabetes.  Specifically,  the  complete 
elimination  of  the  reduced  postal  rate  would  mean  a  $825,000  in- 
crease in  new  postage  costs  for  our  national  association,  and  this 
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doesn't  even  begin  to  address  the  need,  the  costs  of  postage  for  our 
54  State  affiKates  and  our  800  local  chapters  across  the  country. 

In  human  terms  this  increase  translates  to  the  cost  of  supporting 
five  career  development  awards  of  $175,000  each  for  full-time  dia- 
betes research.  Some  of  you  may  have  seen  gene  research  reported 
on  recently.  That  research  is  being  conducted  under  one  of  those 
grants. 

Over  a  thousand  scholarships  to  summer  camp  for  diabetic  chil- 
dren could  be  paid  for  with  these  funds,  where  children  with  Type 
I  diabetes  are  taught  how  to  manage  their  disease  and  don't 
become  a  burden  on  the  health  care  system  in  the  future.  It  could 
also  cover  200  fellowships  for  medical  students  for  summer  study. 

We  provide  these  fellowships  to  encourage  medical  students  to 
choose  diabetes  research  as  their  specialty.  Losses  of  this  type  have 
a  profound  impact  not  only  on  the  beneficiaries  of  the  programs 
themselves,  but  on  our  national  health  care  budget  as  well.  Every 
missed  research  opportunity  and  every  individual  with  diabetes 
who  doesn't  get  adequate  care  places  an  additional  burden  on  the 
Nation's  health  care  budget. 

Currently,  we  mail  17  million  pieces  of  direct  mail  each  year 
having  to  do  with  soliciting  funds.  Five  million,  almost  a  third  of 
that  solicitation  mail,  would  have  to  be  eliminated  in  order  to  pay 
for  the  additional  postage  costs.  This  would  translate  into  a  loss  of 
65,000  new  donors  and  an  estimated  loss  of  a  million  dollars  in  rev- 
enue to  the  Association. 

The  eligibility  requirements  suggested  in  the  Postal  Service's 
proposal  particularly  alarm  us.  The  Association  produces  a  con- 
sumer magazine  and  it  also  produces  five  scientific  journals  which 
are  mailed  to  our  members.  Restricting  commercial  advertising  in 
a  magazine  to  less  than  10  percent  would  directly  affect  our  publi- 
cation, particularly  our  consumer  publication  forecast,  and  that  is 
the  other  material  I  mentioned  that  I  have  for  you  today. 

Our  advertising  people  tell  me  that  about  88  percent  of  the  ads 
in  Forecast  display  and  explain  medical  equipment  and  medica- 
tions that  are  used  by  diabetics.  The  other  twelve  percent  are  ads 
for  food  products  that  are  specially  formulated  for  diabetics,  so  100 
percent  of  advertising  in  our  magazines  is  additional  important  in- 
formation for  those  with  the  disease  and  those  who  treat  the  dis- 
ease. 

So  by  doing  away  with  parts  of  the  magazine  or  disallowing  the 
magazine  from  the  special  postage  rates  would  mean  that  this  in- 
formation is  not  allowed.  It  also  would  increase  the  cost  of  produc- 
ing the  magazine.  It  would  translate  into  a  point  where  we  would 
probably  lose  an  additional  22,000  members. 

This  evidence  should  make  it  clear  that  preferred  postal  rates 
help  volunteer  health  agencies  fill  a  portion  of  the  gap  that  exists 
in  our  national  health  care  system.  Reduced  rates  allow  us  to 
direct  our  resources  to  important  programs  that  directly  affect 
Americans. 

The  revenue  forgone  appropriation  has  been  a  problem  for  too 
many  years  and  the  American  Diabetes  Association,  along  with 
others  in  the  non-profit  community,  stands  ready  to  assist  in  re- 
solving the  situation.  Although  the  final  solution  must  relieve  Fed- 
eral budgetary  pressures,  and  we  certainly  support  that,  it  must 
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also  recognize  the  value  of  the  services  and  the  ripple  effect  that 
non-profits  provide  through  the  materials  that  they  mail. 

Mr.  Chairman,  we  appreciate  the  opportunity  to  tell  our  story 
today  and  we  stand  ready  to  work  with  you  and  members  of  the 
committee  in  helping  to  find  a  solution  for  this  serious  problem. 

Mr.  ViscLOSKY.  I  thank  you  very  much.  I  appreciate  the  work  the 
Association  does. 

I  have  a  number  of  relatives  who  suffer  from  the  disease,  and 
also  friends.  We  appreciate  your  commitment. 

Thank  you  very  much. 

[The  statement  of  Ms.  McCahill  follows:] 
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Mr.  Chairman  and  Subcommittee  members,  I  am  Julie  McCahill,  Chair  of  the  Board  of  Directors  of  the 
Washington  DC  Area  Affiliate  of  the  American  Diabetes  Association.    I  am  here  today  representing  the  entire 
American  Diabetes  Association  which  is  comprised  of  54  state  affiliates,  800  local  chapters  and  nearly  300,000 
lay  and  professional  members.   The  American  Diabetes  Association  is  the  nation's  largest  volimtary  health 
agency  serving  the  health  care  and  medical  research  interests  of  over  14  million  individuals  with  diabetes.    On 
their  behalf,  I  thank  you  for  the  opportunity  to  testify  today  regarding  fiscal  year  1994  funding  of  the  revenue 
forgone  postal  appropriation. 

Diabetes  is  a  life-threatening,  chronic  disease  that  has  no  cure.    Of  the  14  million  Americans  with  diabetes,  half 
will  not  know  they  have  it  until  threatened  with  one  of  its  serious  complications:   blindness,  amputation,  kidney 
failure,  hean  disease,  and  stroke.    As  the  fourth  leading  cause  of  death  by  disease  in  the  United  States,  each 
year  diabetes  takes  the  lives  of  more  than  160,000  Americans  and  costs  our  nation  more  than  $25  billion  in 
health  care  costs  and  lost  productivity.   Diabetes  disproportionately  affects  minorities  and  the  elderiy, 
populations  that  often  have  poor  access  to  health  care. 

The  mission  of  the  American  Diabetes  Association  is  to  prevent  and  cure  diabetes  and  to  improve  the  lives  of  all 
people  affected  by  diabetes.    Nonprofit  postal  rates  play  a  critical  role  in  helping  the  association  achieve  that 
mission.    As  a  501(c)3  organization,  the  American  Diabetes  Association  relies  on  generous  Americans  for  the 
bulk  of  its  income.    Each  year  the  association  must  develop  a  budget  that  allocates  finite  resources  to  a 
community  with  tremendous  demands  for  services.    To  put  it  bluntly,  every  increase  in  operating  costs, 
including  postal  rates,  takes  dollars  away  ftom  the  vital  research  and  patient  programs  that  we  fund.     These 
programs  are  unique  and  are  not  replicated  in  the  private  sector. 

In  the  research  arena,  the  association  supports  the  work  of  more  than  100  of  the  country's  brightest  scientific 
investigators.   Their  work  is  targeted  to  the  special  needs  of  the  diabetes  commimity  not  met  by  the  federal 
government  or  other  organizations.   On  a  local  level,  the  association  provides  immediate  support  to  people 
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living  daily  with  the  burden  of  diabetes.   The  association  reaches  out  to  people  with  diabetes  and  their  families 
with  support  groups  and  classes,  summer  camps  for  children,  educational  materials,  and  coimseling  by  health 
care  professionals. 

The  association  also  serves  as  a  professional  society  for  health  care  professionals  concerned  about  diabetes.    In 
this  endeavor,  we  are  guided  by  the  principle  that  quality  care  depends  on  knowledgeable  professionals. 
Through  five  scientific  journals,  annual  Scientific  Sessions,  a  Postgraduate  Course,  and  other  educational 
opportunities,  the  association  strives  to  ensure  excellence  in  diabetes  care. 

In  the  past,  the  association  has  advocated  for  full  funding  of  the  U.S.  Postal  Service  (USPS)  request  for  the 
revenue  forgone  appropriation.   For  fiscal  year  1994,  we  recommend  a  revenue  forgone  appropriation  of  $612.5 
million.   However,  given  current  budgetary  constraints,  we  recognize  that  this  goal  may  not  be  possible. 

That  is  why  a  permanent  solution  to  this  annual  problem  must  be  foimd.   The  association  supports  changes  in 
the  revenue  forgone  formula  so  that  the  need  for  large  outlays  can  be  reduced.    However,  such  reform  must 
include  a  preferred  rate  for  qualified  organizations  in  order  to  ensure  that  the  services  provided  by  voluntary 
health  associations  like  the  American  Diabetes  Association  are  widely  available. 

Recently  the  U.S.  Postal  Service  released  a  proposal  calling  for  the  elimination  of  preferred  postal  rates  within 
three  years  and  severe  eligibility  restrictions.   While  we  commend  the  Postal  Service  for  its  efforts  to  address 
this  problem,  their  proposal  would  severely  restrict  our  ability  to  serve  those  affected  by  diabetes. 

Specifically,  the  complete  elimination  of  the  reduced  rate  would  lead  to  an  $825.000  mcrease  in  new  postage 
costs  for  the  association.  This  figure  does  not  include  postage  costs  for  each  of  our  54  affiliates.  In  human 
terms,  this  translates  into: 
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■  Five  career  development  awards  which  enable  new  researchers  to  become  independent  investigators. 
These  awards  allow  a  researcher  to  conduct  diabetes  research  full  time.   Currently  funded  researchers 
are  searching  for  the  gene  that  causes  diabetes  and  ways  to  prevent  the  life-threatening  complications  of 
the  disease  ($175,000  each),  or 

■  Over  1000  scholarships  for  summer  camp  for  disadvantaged  children  with  diabetes.    At  camp,  kids 
learn  how  to  manage  their  diabetes  through  meal  planning,  blood  glucose  monitoring,  and  insuJin 
injections  ($800  each),  or 

■  Over  200  medical  student  diabetes  research  fellowships  designed  to  support  summer  research  projects 
that  encourage  medical  students  to  select  diabetes  research  as  their  specialty.  As  the  population  with 
diabetes  grows,  the  demand  for  trained  physicians  will  increase  and  must  be  met.   ($4000  each) 

Lx>sses  of  this  type  have  a  profound  impact  not  only  on  the  beneficiaries  of  such  programs  but  on  our  national 
health  care  budget  as  well.   Every  missed  research  opportunity  and  each  individual  with  diabetes  lacking  quality 
health  care  places  an  additional  burden  on  the  nation's  health  care  budget. 

Specifically,  Washington,  DC  Area  Affiliate,  which  includes  Prince  Georges  Coimty,  runs  a  number  of  outreach 
programs  to  educate  people  about  the  risks  of  diabetes.  Over  the  past  year,  the  Washington,  DC  Affiliate  alone 
reached: 

■  200,000  homes  in  the  Neighborhood  Check  for  Diabetes,  an  informational  and  fundraising  program; 

■  1.75  million  residents  of  the  Washington,  DC  Metropolitan  area,  including  125,00  seniors,  through  the 
Diabetes  Alert  which  calls  on  individuals  to  take  a  written  test  to  determine  if  they  are  at  risk  for 
diabetes: 
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■  50,000  culturally  diverse  individuals  through  a  local  AM  radio  show  entitled  "Tune  into  Your  Body." 

Our  ability  to  raise  money  to  provide  services  would  also  be  limited  by  the  elimination  of  the  nonprofit  postal 
rate.    The  association's  direct  mail  program  could  be  forced  to  cut  back  on  campaigns,  leading  to  a  direct 
reduction  in  income  for  the  association.   Currently,  the  association  mails  17  million  pieces  of  direct  mail  each 
year.    Five  million  of  those  pieces  would  have  to  be  eliminated  in  order  to  pay  for  additional  postage  costs. 
This  reduction  translates  to  a  loss  of  65,000  new  donors  and  an  estimated  loss  of  $1  million  in  revenue. 

The  U.S.  Postal  Service's  proposed  eligibility  requirements  are  also  alarming,  especially  the  restriction  on 
commercial  advertising  in  a  magazine  to  less  than  10  percent.   This  would  affect  our  publications,  including  our 
monthly  consumer  magazine  Diabetes  Forecast,  which  contains  advertisements  that  assist  people  with  diabetes  in 
making  health  care  decisions. 

In  a  recent  survey  of  Forecast  readers,  23  percent  had  discussed  an  advertised  product  with  a  health  care 
professional,  and  21  percent  had  contacted  an  advertiser  for  more  information.   Our  readers  say  that  the 
accurate  information  presented  in  Forecast,  both  in  advertisements  and  articles,  provides  them  with  the  latest 
updates  on  diabetes  care.    Furthermore,  more  than  82  percent  of  Forecast  readers  rely  on  the  magazine  for 
information  on  new  technologies  and  treatments  for  diabetes  care.    If  Forecast  did  not  have  the  benefit  of 
nonprofit  postage  rates,  the  association  would  have  to  reduce  its  promotions  budget  to  a  point  where  we  would 
incur  a  loss  of  22,000  new  members. 

From  this  evidence,  it  should  be  clear  that  preferred  postal  rates  help  voluntary  health  agencies  to  fill  a  portion 
of  the  gap  that  exists  in  our  health  care  system.    Reduced  rates  help  us  to  keep  overhead  costs  low  so  that  we 
can  direct  our  resources  to  important  programs  that  directly  benefit  the  American  public. 

The  revenue  forgone  appropriation  has  been  a  problem  for  loo  many  years,  and  the  American  Diabetes 
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Association,  along  with  the  nonprofit  community,  stands  ready  to  assist  in  resolving  this  situation.   Although  the 
final  solution  must  relieve  federal  budgetary  pressure,  it  must  also  recognize  the  value  of  the  services 
nonprofits  provide  to  individual  Americans  and  our  nation  as  a  whole. 

Mr.  Chairman,  you  are  a  good  friend  of  the  American  Diabetes  Association,  and  I  know  that  you  are  sensitive 
to  the  needs  of  the  voluntary  health  community.   Thank  you  for  this  opportunity  to  present  testimony  today. 
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Thursday,  March  25,  1993. 

NATIONAL  NEWSPAPER  ASSOCIATION 

WITNESSES 
FRANK  W.  GARRED 

INTRODUCTION 

Mr.  ViscLOSKY  [presiding].  Mr.  Frank  W.  Garred  from  the  Na- 
tional Newspaper  Association.  Your  entire  statement  will  be  en- 
tered into  the  record. 

Please  proceed. 

Statement  of  Frank  Garred 

Mr.  Garred.  I  am  Frank  Garred,  publisher  of  the  Port  Townsend 
Jefferson  County  Leader  in  Washington  State.  It  is  a  9,000  200-page 
circulation  weekly  newspaper  which  relies  rather  strongly  on  the 
Postal  Service  for  its  distribution.  I  am  also  the  chairman  of  the 
National  Newspaper  Association  which  represents  some  4,600 
newspapers  across  the  country,  among  them  600  daily  newspapers. 
The  rest  are  weekly  newspapers.  Our  members  are  interested  in 
the  revenue  forgone  appropriations  issue  because  we  represent  a 
substantial  majority  of  the  category  of  mail  known  technically  as 
second-class  within-county  mail. 

This  category  of  mail  is  narrowly  drawn  to  include  only  the 
smallest  local  publications.  To  qualify  to  mail  in  this  category  a 
mailer  must  be  a  periodical  with  a  legitimate  list  of  paid  subscrib- 
ers, have  a  circulation  of  less  than  10,000  and  more  than  50  per- 
cent circulation  within  its  county  of  publication. 

The  program  is  in  a  lot  of  trouble.  I  think  you  recognize  that.  We 
have  good  news  for  you  and  bad  news.  The  good  news,  you  have  a 
lot  of  people  here  today  who  want  to  help  fix  the  problem.  We  are 
among  them.  The  bad  news,  we  haven't  yet  all  agreed  on  the  spe- 
cifics terms  of  the  fix. 

The  National  Newspaper  Association  will  work  with  everyone  in- 
volved to  help  guide  an  acceptable  and  fair  solution.  The  problem 
with  revenue  forgone  is  that  if  you  fund  it,  you  will  have  to  pay 
more  than  you  should,  and  if  you  don't,  we  will  have  to  pay  more 
than  we  should.  Either  way,  it  is  unfair  and  expensive. 

You  have  to  pay  too  much  because  the  Postal  Service  charges 
you  more  than  it  could  have  obtained  if  there  was  no  revenue  for- 
gone program.  We  have  to  pay  too  much  because  our  rates  would 
be  lower  without  revenue  forgone  than  they  would  be  if  you  don't 
appropriate  full  funding  for  revenue  forgone.  This  is  the  right  time 
to  find  a  solution. 

Our  industry  is  faced  with  the  unpleasant  potential  of  an  Octo- 
ber Surprise  where  a  rate  increase  could  have  occurred  over  the 
past  22  years  should  revenue  forgone  not  have  been  appropriated. 
The  Postal  Service  reports  strong  financial  results  and  has  highly 
praised  cost-cutting  efforts. 

It  should  be  able  to  hold  the  line  on  in-county  second-class  rates 
while  we  work  for  a  solution  that  eliminates  the  need  for  an  appro- 
priation. The  most  important  element  of  a  solution  is  to  ensure 
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that  postal  rates  change  within  the  general  rate  case  process,  when 
every  postal  rate  is  evaluated  and  measured  against  all  the  others 
and  set  in  an  open  and  fair  manner. 

If  you  decide  not  to  fund  revenue  forgone,  but  let  the  Postal 
Service  raise  selective  rates,  you  will  change  competitive  relation- 
ships throughout  the  country  including  the  Postal  Service's  ability 
to  compete.  Last  year  the  subcommittee  wisely  chose  not  to  take 
this  course  of  action. 

If  we  can't  work  out  a  permanent  solution  soon,  we  suggest  you 
do  the  same  this  year.  Without  this  rate  stability,  small  newspa- 
pers won't  be  able  to  serve  their  readers  appropriately. 

In  the  interests  of  a  permanent  solution  we  have  outlined  in  our 
testimony  the  proposal  that  would  end  the  revenue  forgone  appro- 
priation and  adjust  rates  within  the  rate  case  procedures.  It  can  be 
done,  is  fair  and  minimizes  the  potential  dislocations  that  failure  to 
fund  forgone  could  create. 

We  need  service  with  reliable  delivery.  Rate  stability  is  a  negoti- 
ated process.  We  need  to  work  this  out  not  for  our  benefit  as  news- 
papers, but  for  the  55  million  subscribers  to  newspapers.  This  is  vi- 
tally important  to  us  as  an  industry,  and  we  must  be  prepared  to 
pilot  a  constructive  process  to  solve  this  issue. 

Thank  you. 

Mr.  ViscLOSKY.  I  appreciate,  again,  the  circumstances  in  which 
you  find  yourself  and  appreciate  the  essence  of  your  testimony. 

Is  that  the  real  Washington  or  the  other  Washington? 

Mr.  Garred.  It  is  a  very  real  Washington  and  about  7:30  tonight 
I  will  be  returning. 

[The  statement  of  Mr.  Garred  follows:] 
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National  Newspaper  Association  For  further  information,  contact: 

1627  K  St.,  NW,  Suite  400  Government  Relations 

Washington,  D.C.    20006-1790  (202)  466-7200,  FAX  (202)  331-1403 
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TREASURY.  POSTAL  SERVICE  AND  GENERAL  GOVERNMENT 

MARCH  25.  1993 


Mr.  Chairman.  I  am  Frank  Garred,  Publisher  of  the  Port  Townsend  Jefferson 
County  Leader  In  the  State  of  Washington.  I  am  Chairman  of  the  Board  of  Directors  of 
the  National  Newspaper  Association.  The  National  Newspaper  Association  represents 
more  than  4,600  newspapers  In  the  United  States.  About  600  of  our  members  are 
dally  newspapers  and  the  remainder  eire  weeklies. 

Our  members  are  vitally  Interested  in  the  revenue  forgone  appropriations  Issue 
because  we  represent  the  substanUal  majority  of  the  category  of  mall  known  techni- 
cally as  second-class  wlthln-county  mall.  This  category  Is  very  narrowly  drawn  to  In- 
clude only  the  smallest,  local  publlcaUons.  To  qualify  to  mall  In  this  category  a  mailer 
must  be  a  periodical  with  a  legitimate  list  of  paid  subscribers  or  requesters,  have  a 
clrculaUon  of  less  than  10.000  and  distribute  more  than  50  percent  of  Its  clrculaUon 
In  the  county  of  publication. 

Second-cleiss  wlthtn-county  mailers  are  trapped  In  the  revenue  forgone  process 
and  we  find  It  very  dlfflciJt  to  get  out— which  we  would  like  to  do.  Let  me  outline  for 
the  members  of  the  subcommittee  how  we  came  to  be  trapped,  what  the  ramifications 
are  and  how  the  subcommittee  can  fairly  solve  the  problem. 

Statement  of  the  National  Newspaper  Association  of  March  2S,  1 993  Page  I 
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Under  the  Postal  Reorganization  Act.  the  Congress  created  a  mechanism 
whereby  certain  mall  Is  delivered  at  reduced  rates  or.  In  some  cases,  completely  free 
of  postage.  At  the  same  time,  the  Congress  took  two  actions  that  led  this  subcom- 
mittee to  the  dilemma  you  face  today  with  revenue  forgone. 

First,  the  Congress  promised  to  pay  the  difference  between  the  Income  gener- 
ated by  the  rates  of  preferred  rate  mailers  and  the  "theoretical"  Income  the  Postal  Ser- 
vice would  have  received  had  the  mall  pieces  traveled  at  the  rate  paid  by  the  closest 
comparable  class  of  regular  rate  mall. 

I  say  "theoretical"  because  as  the  price  of  a  mall  piece  goes  up,  the  number  of 
pieces  mailed  will  decline.  Thus  the  Postal  Service  obtained  a  wonderful  funding 
source  from  the  Congress  that,  for  20  years,  has  given  the  Service  more  money  than  it 
would  have  obtained  from  reduced  rate  mall  if  that  reduced  rate  mall  had  paid  higher 
rates. 

The  second  related  action  the  Congress  took  was  to  recognize  that  there  are 
hundreds  of  different  characteristics  among  the  many  kinds  of  mall  the  Postal  Service 
handles.  The  Congress  therefore  required  the  Postal  Rate  Commission  to  take  Into  ac- 
count many  criteria  in  setting  postal  rates  for  the  various  classes  of  mail.  Among  the 
criteria  are  the  same  ones  that  led  the  Congress  to  create  a  system  of  preferred  rate 
categories;  namely,  the  educational,  cultural,  scientific  and  Informational  value  of  the 
mall  piece. 

We  believe  that  because  the  Congress  specifically  spelled  out  these  criteria  In 
authorizing  the  Postal  Rate  Commission,  it  is  highly  likely  that  preferred  rate  mall 
would  be  priced  at  something  less  than  regular  rate  mall  if  there  were  no  revenue 

Statement  of  the  National  Newspaper  Association  of  March  2S,  1993  Page  2 


394 


forgone  appropriation  at  all.  However,  the  revenue  forgone  appropriation  authoriza- 
tion requires  the  Postal  Service  to  be  reimbursed  at  the  full  rate  despite  the  rate  set- 
ting criteria.  This  situation  has  allowed  the  Postal  Service  to  benefit  even  further  with 
a  much  higher  than  necessary  appropriation  from  the  Congress. 

The  end  result  of  these  two  provisions  of  the  Postal  Reorganization  law  is:  (1) 
the  Congress  has  had  to  appropriate  far  more  than  is  necessary  for  revenue  forgone 
funding  and  (2)  preferred  rate  mailers  have  had  to  fight  each  year  for  revenue  forgone 
funding  for  fear  that  an  abrupt  failure  of  appropriations  would  result  in  higher  rates 
that  could  severely  damage  their  businesses  almost  without  warning.  It  is  Important 
to  remember  that  the  news  rates,  since  they  are  based  on  rates  of  other  classes  of 
mall,  might  be  higher  than  they  ever  would  have  been  had  there  been  no  revenue  for- 
gone program. 

Neither  of  these  results  Is  beneficial  either  to  the  United  States  Treasury  or  to 
the  mailers  affected  by  the  revenue  forgone  program.  They  also  forced  us  into  our 
traditional  position  of  having  to  seek  full  funding  for  revenue  forgone. 

A  solution  to  the  problem  is  relatively  simple  if  proper  timing  can  be  arranged. 
We  would  anticipate  that  a  solution  will  be  developed  within  the  confines  of  the  House 
Post  Office  and  Civil  Service  Committee  and  the  Senate  Government  Affairs  Commit- 
tee, but  we  want  to  outline  it  for  this  subcommittee  to  solicit  your  support  for  a  solu- 
tion within  the  next  couple  of  months.  But  if  no  solution  is  immediately  forthcoming. 
It  is  incumbent  upon  this  subcommittee  to  maintain  stable,  balanced  rate  relation- 
ships while  the  solution  is  being  developed  Eind  put  into  place. 
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Let's  see  how  easy  the  solution  can  be.  Our  goal  Is  to  eliminate  the  entire  reve- 
nue forgone  appropriation  so  that  no  mailer  or  group  of  mailers  Is  faced  with  an  "Oc- 
tober surprise"  of  a  large  postal  rate  Increase  without  notice  following  a  failure  of 
appropriations. 

Free  Mailings.   For  those  mail  pieces  given  the  benefit  of  free  mall  service  by 
the  Congress,  it  is  possible  that  these  be  required  to  be  carried  free  by  the  Postal  Ser- 
vice without  reimbursement.  Nearly  every  business  in  the  United  States  and  every 
Federal  agency  undertakes  the  support  of  the  multitude  of  charitable  and  volunteer 
activities  that  assist  the  needy  of  our  society.  We  have  no  official  policy  on  this  possi- 
bility, but  could  not  oppose  it  If  adopted  by  the  Congress. 

The  free  mall  cost  to  the  Postal  Service,  at  current  volumes,  would  represent 
between  one-tenth  and  two-tenths  of  one  percent  of  gross  Postal  Service  revenue.  This 
seems  a  fedr  and  reasonable  amount  to  be  considered  a  corporate  charitable 
contribution. 

Reduced  Rate  Mailings.  Other  than  free  mail,  every  mail  piece  carried  by  the 
Postal  Service  is  required  to  pay  its  full  direct  (attributable)  costs  and  a  portion  of  the 
Indirect  (institutional)  costs.  These  allocations  are  made  simultaneously  for  all  classes 
of  mail  by  the  Postal  Rate  Commission.  In  this  sense  the  term  reduced  rate  mail  Is  a 
misnomer  because  "reduced  rate"  mail  pays  all  its  attributable  costs  and  a  portion  of 
the  institutional  costs  of  the  Postal  Service. 

In-county  mailers,  because  their  postal  costs  are  already  calculated  by  the 
Postal  Service  and  considered  separately  by  the  Postal  Rate  Commission,  could  easily 
be  removed  from  the  requirement  of  a  revenue  forgone  appropriation  by  two  actions  of 
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Congress:  by  creating  a  "subclass"  with  the  enactment  of  what  is  called  a  "3622(b)" 
clause  specifying  that  the  Postal  Rate  Commission  must  consider  the  "local  disse- 
mination of  local  news  and  information"  as  one  of  the  criteria  which  guide  its  deci- 
sions and  setting  some  specific  numerical  ceiling  upon  the  exercise  of  that 
discretionary  consideration. 

If  this  action  were  taken  there  would  be  no  reason  for  an  In-county  appropri- 
ation and  our  rates  would  be  set  through  the  Postal  Rate  Commission's  process  with 
appropriate  guidance  and  oversight  of  from  the  Congress. 

In-county  mall  has  a  different  rate  structure  from  the  rest  of  second-class.  The 
Postal  Rate  Commission  described  it  In  its  opinion  In  the  most  recent  rate  case  as 
follows: 

The  wUhin-county  rate  structure  is  the  most  simple  of  any  second-class 
subclass.  There  is  no  editorial/ advertising  distinction  in  second-class  within- 
county  rates:  the  pound  charges  are  not  zoned;  and,  the  piece  charges  have  only 
one  presort  level  carrier  route. 

There  are  reasons  for  this  simplicity.  By  definition,  In-county  mall  Is  composed 
of  periodicals,  primarily  weeklies,  that  appear  at  the  local  post  office  at  the  same  time 
on  the  same  day  each  week.  Postmasters  and  publishers  work  closely  together  to 
minimize  each  others'  workload  and  to  set  up  schemes  that  make  this  weekly  mall 
easy  to  handle.  Generally  the  mall  is  entered  each  day  or  weekat  the  same  time  in  the 
same  place  in  packages  as  directed  by  the  Postal  Service.  It  is  well  prepared  and  co- 
reecUy  addressed.  This  keeps  this  mall  predictable,  simple  and  easy  to  handle. 
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This  difference  in  structure  of  second-class  rates  along  with  other  characteris- 
tics of  in-county  make  it  difficult  for  us  to  accept  our  treatment  as  regular  rate 
second-class  for  revenue  forgone  purposes  when  there  is  a  failure  of  appropriations. 
Contrast  the  above  quotation  to  the  Postal  Rate  Commission's  comparison  of  regular 
rate  and  nonprofit  rates  in  the  same  opinion. 

The  rate  structure  for  nonprofit,  second-class  is  identical  to  regular  rate 
second-class  mail  The  Postal  Service  proposal  maintains  that  relationship.  The 
Commission  agrees  with  the  Postal  Service  that  this  relationship  between  non- 
profit, second-class  mail  and  regular  rate  second-class  mail  rate  structures 
should  be  maintained.  Therefore,  we  recommend  a  rate  structure  for  nonprofit, 
second-class  which  mirrors  the  rate  structure  we  recommend  for  regular  rate 
second-class  maU. 

As  I  mentioned,  nonprofit  mailers  are  mailing  in  rate  categories  that  are  specifi- 
cally designed  to  be  exactly  like  their  matching  regular  rate  categories.  We  don't  pre- 
sume to  speak  for  the  nonprofit  mailers  here  other  than  to  show  the  subcommittee 
how  they  could  be  withdrawn  from  the  need  for  revenue  forgone  funding. 

It  Is  our  understanding  that  the  nonprofit  mailers  etre  currently  developing  leg- 
islation to  peg  their  rates  to  other  kinds  of  mail  and  we  know  that  last  year  Congress 
considered  tying  them  to  a  percentage  of  the  markup  for  regular  rate  mall.  Whatever 
the  Congress  might  decide  to  do  in  this  regard,  the  nonprofit  rate  that  resulted  could 
become  the  actual  rate  for  nonprofit  mall.  If  this  were  done,  there  would  be  no  need  to 
calculate  a  revenue  forgone  appropriation. 

Rate  Parity.  We  recommend,  therefore,  that  the  Congress  see  to  it  that  any  rate 
adjustments  that  occur  as  a  consequence  of  the  Congress  getting  out  of  the  revenue 
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forgone  business  are  made  In  the  context  of  the  next  omnibus  rate  case  at  the  Postal 
Rate  Commission.  Such  a  requirement  would  minimize  the  dislocations  that  would 
occur  if  the  Congress  decided  to  leave  rate  setting  up  to  the  Postal  Service  until  the 
next  rate  case. 

The  Postal  Rate  Commission  is  required  by  the  Congress  to  set  rates  based 
upon  "the  relationships  of  the  rates  or  fees  charged  to  the  various  classes  of  mall." 
When  It  sets  the  rates  for  the  various  classes  It  assumes  a  full  appropriation  for  reve- 
nue forgone  and  adjusts  the  relationships  accordingly.  For  example,  the  Commission 
knows  very  well  that  newspapers  compete  Intensely  with  bulk  business  mailers.  The 
PRC  Is  required  by  law  to  take  this  competition  into  consideration  In  Its  rate  structure 
and  that  consideration  often  results  In  a  lower  rate  for  our  competitors. 

What  If  the  rate  for  newspapers  suddenly  Jumps  20  or  30  percent  while  the 
bulk  business  mall  rate  Is  left  unchanged?  This  gets  the  relationship  out  of  whack 
and  puts  one  side  at  a  substantial  competitive  disadvantage.  For  this  reason,  and  it  is 
a  very  powerful  one,  rates  must  all  be  adjusted  together. 

If  rates  are  not  adjusted  together  then  a  group  of  mailers  adversely  effected  can 
be  seriously  harmed  and/or  the  Postal  Service  can  be  harmed  if  mailers  are  forced 
into  the  arms  of  competitors  or  simply  are  not  still  in  business  to  provide  mailings  for 
the  Postal  Service. 

All  that  Is  needed  is  for  the  Congress  to  take  these  four  steps.  Now  the  question 
is:  what  problems  will  be  created? 

An  obvious  question  is:  won't  such  an  action  move  us  closer  to  the  next  rate 
case?  The  answer  to  this  question  Is  yes  It  will  to  some  extent.  On  the  other  hand. 
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let's  recognize  that  the  Postal  Service  has  already  broken  Its  record  for  the  longest  pe- 
riod of  rate  stability  In  its  history.  Even  If  the  Postal  Service  had  to  move  up  its  next 
rate  chcinge  request  by  a  few  months,  it  would  still  have  achieved  a  very  significant 
rate  stability  feat  for  which  all  mailers  are  grateful.  In  any  event,  maintaining  overall 
rate  relaUonshlps  and  protecting  the  open,  on-the-record  rate  setUng  process  for  de- 
termining postal  rates  seems  a  much  more  important  public  policy  goal. 

Some  will  ask:  where  will  the  money  come  from?  Actually  the  Postal  Service 
has  the  money  on  hand.  When  the  Postal  Rate  Commission  sets  rates  it  first  calcu- 
lates how  much  income  (the  revenue  requirement)  the  Postal  Service  needs  to  operate. 
Once  it  makes  this  calculation  It  is  duty  bound  to  provide  rates  that  wiU  give  the  Post- 
al Service  all  the  money  it  needs  to  achieve  that  amount  of  income. 

Beyond  that,  however,  the  Commission  creates  what  is  known  as  the  conUn- 
gency  fund— which  is  above  and  beyond  the  revenue  requirement.  The  most  recent 
Postal  Rate  Commission  decision  granted  the  Postal  Service  an  annual  contingency 
fund  of  more  than  $1.6  billion.  Thus,  one  year's  worth  of  the  contingency  fund  would 
fund  the  costs  of  free  for  the  blind  for  about  25  years. 

Virtually  every  mailer  has  asked  the  Commission  not  to  approve  such  a  large 
additional  sum  for  the  Postal  Service,  but  it  has  continued  to  approve  this  large  con- 
tingency fund  for  the  Postal  Service's  use. 

In  addlUon,  the  Postal  Rate  Commission  did  not  take  Into  account  the  massive 
cost  cutting  the  Postal  Service  has  seen  as  a  part  of  Postmaster  General  Marvin 
Runyon's  reorganization  program.  This  subcommittee  can  expect  the  Postal  Service  to 
have  far  better  financial  results  as  a  result  of  the  reorganization  than  would  otherwise 
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have  been  the  case.  It  Is  Important  to  keep  In  mind  that  current  rates  are  based  upon 
the  old  operating  system,  not  the  new,  cheaper  one. 

Others  will  say:  why  not  Just  drive  those  preferred  rates  up?  The  answer  Is  the 
Postal  Service  can't  afford  It. 

In  the  last  rate  case  the  In-county  rate  was  Increased  about  22  percent.  Figures 
released  by  the  Postal  Service  In  conjunction  with  the  release  of  Its  Ideas  on  revenue 
forgone  Indicate  that  It  would  expect  to  raise  In-county  rates  an  additional  29  percent 
In  the  absence  of  an  appropriation.  This  would  result  in  a  total  rate  Increase  of  57 
percent. 

In  considering  an  increase  of  this  magnitude,  any  fairly  bright  publisher  (and 
all  of  our  newspaper  publisher  members  are  more  than  just  fairly  bright)  would  get 
right  to  work  on  moving  to  alternate  delivery  for  his  or  her  newspaper.  It  Is  unreason- 
able to  think  the  Postal  Service  would  still  be  delivering  many  in-county  newspapers 
after  a  57  percent  Increase  in  rates.  The  business  will  either  cease  to  exist  or  be 
squeezed  uncomfortably  out. 

The  members  of  this  subcommittee  can  do  the  same  math  a  publisher  can  do 
by  taking  the  57  percent  rate  increase  1  outlined  as  the  in-county  increase  and  con- 
trasting it  to  the  4  percent  rate  increase  our  meiin  competitor,  the  saturation  rate 
third-class  mailer,  would  have  received  over  exactly  the  same  time  frame. 

To  us  it  seems  clear  from  a  public  policy  standpoint  and  easy  enough  from  a 
financial  standpoint  to  remove  the  requirement  that  Congress  fund  the  revenue  for- 
gone program,  protect  the  mail  pieces  that  cvnrently  are  mailed  free  and  provide  a 

Statement  of  the  National  Newspaper  Association  of  March  25,  1 993  Page  9 


401 


mechcinlsm  for  the  other  mailers  to  begin  paying  rates  that  are  openly  set  by  the 
Postal  Rate  Commission  with  guidance  from  Congress. 

Everyone  will  benefit  from  such  a  plan.  The  Congress  won't  have  to  fight  the 
annual  revenue  forgone  appropriations  battle  each  year.  Regular  rate  mailers  won't 
have  the  uncertainties  of  funding  they  currently  face.  Preferred  rate  mailers  won't  live 
In  fear  of  large,  uncontrolled  October  rate  increases.  The  Postal  Service  will  have  pre- 
dictable Income.  And  free  mall  will  continue  to  maintain  its  current  status. 

We  hope  the  subcommittee  can  help  us  encourage  the  two  authorizing  commit- 
tees to  report  out  this  kind  of  a  permanent  solution. 
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Thursday,  March  25,  1993. 

INDEPENDENT  STORE  OWNERS  AND  PROFESSIONALS 

REVENUE  FORGONE 

WITNESS 

BRENT  SCHLOSSER 

INTRODUCTION 

Mr.  ViscLOSKY  [presiding].  Mr.  Brent  Schlosser  from  the  Inde- 
pendent Store  Owners  and  Professionals.  Your  testimony  will  be 
entered  in  the  record  in  its  entirety. 

Statement  of  Brent  Schlosser 

Mr.  Schlosser.  Thank  you,  Mr.  Chairman. 

First  of  all,  I  am  Brent  Schlosser,  a  Vice  President  and  co-owner 
of  a  chain  of  retail  party  and  paper  goods  stores  called  Paper  Ware- 
house, Inc. 

In  addition,  I  am  a  board  member  on  the  National  Alliance  of 
Independent  Store  Owners  and  Professionals.  In  1986,  Paper  Ware- 
house had  three  locations  in  Minnesota  and  18  employees.  Today 
we  have  grown  to  55  stores  and  have  over  300  employees. 

The  past  growth  and  future  health  of  our  business  depends  heav- 
ily on  utilizing  affordable  Postal  Service  to  advertise.  I  am  here 
today  to  stress  to  this  committee  that  if  you  give  a  reduced  rate  to 
non-profits  at  the  expense  of  all  other  postage  payers,  you  will  hurt 
businesses  like  mine  and  other  small  businesses.  I  will  speak  plain- 
ly and  to  the  point. 

I  have  read  the  Postmaster  General's  testimony  on  revenue  for- 
gone and  I  agree  with  it  completely.  I  understand  further  that  the 
Postal  Service  estimates  that  it  will  have  to  raise  third  class  rates 
an  additional  10  percent  to  cover  the  shortfalls  in  revenue  forgone 
funding  and  the  amount  needed  to  maintain  current  rates  for  pre- 
ferred mailers.  This  rate  increase  will  substantially  handicap  small 
businesses  that  must  rely  on  the  mail  to  reach  customers  near 
their  stores. 

Mass  media  like  television,  radio  and  newspapers  are  neither  af- 
fordable nor  cost  effective  as  alternatives  for  small  stores  like  ours 
because  they  are  too  costly  and  have  distribution  far  beyond  our 
trade  areas.  I  have  personal  experience  in  this  area. 

Previous  to  my  involvement  in  Paper  Warehouse,  I  was  with  a 
large  retail  corporation  that  had  a  substantial  advertising  budget 
and  was  able  to  re-funnel  moneys  toward  other  forms  of  advertis- 
ing when  rate  increases  presented  themselves  and  justified  other 
forms  of  media.  In  this  particular  business,  and  in  most  small 
retail  businesses,  that  is  not  a  viable  alternative. 

Better  than  85  percent  of  our  trade  comes  from  3.5  miles  in 
radius.  As  a  result,  the  only  affordable  method  of  advertising  and 
promoting  is  through  the  U.S.  Postal  Service. 

Mr.  ViscLOSKY.  Did  you  mention  earlier  that  you  are  for  the 
Postal  Service  recommendation? 

Mr.  Schlosser.  Yes.  I  know  some  lawmakers  may  think  that  all 
of  us  use  the  Postal  Service  equally  and  that  by  passing  extra  costs 
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on  to  the  Postal  Service  it  will  somehow  be  fair.  This  couldn't  be 
further  from  the  truth.  For  example,  when  Paper  Warehouse  or 
one  of  our  franchisees,  which  of  the  55  stores  approximately  one 
third  are  franchise  owners,  owner/operators  working  their  own 
business — when  one  of  our  franchisees  goes  to  a  new  market  with  a 
single  location,  the  only  way  we  can  afford  to  reach  new  customers 
is  through  the  mail. 

This  is  because  the  mail  allows  us  to  target  customers  immedi- 
ately around  our  stores.  Our  stores  sell  general  paper  products  like 
paper  towels,  toilet  paper,  napkins  and  party  and  entertainment 
supplies  at  discount  prices  in  a  warehouse  environment. 

We  compete  with  numerous  big  businesses  like  grocery  stores, 
discounters  and  other  paper  products  operations.  By  far  the  majori- 
ty of  our  advertising  budget  is  dependent  on  mail.  For  most  of  the 
stores,  it  is  the  third  highest  expense  followed  only  by  labor  and 
rent  expense.  For  many  of  our  franchisees,  it  is  the  number  two 
expense. 

In  some  locations  we  spend  more  on  advertising  than  we  do  on 
rent.  Small  businesses  rely  more  on  the  mail  to  advertise  than  do 
big  businesses.  If  you  get  a  discount  rate  for  the  nonprofits  and 
pass  the  cost  on  to  the  Postal  Service,  you  will  be  hurting  small 
business  operators  and  will  be  helping  our  big  business  competi- 
tors. 

You  won't  just  be  making  a  charitable  donation  to  the  non-prof- 
its at  our  expense,  but  you  will  be  helping  the  K-Marts  and 
Safeway  Stores  and  Pizza  Huts  the  big  organizations  that  are  vying 
with  the  small  store  owners  to  catch  the  eye  of  the  American  con- 
sumer and  catch  their  patronage.  What  do  we  get  for  all  the  money 
we  spend  in  the  mail  for  advertising? 

We  plan  six  to  seven  mail  advertising  promotions  a  year.  Those 
are  targeted  to  the  households  in  two  or  three  zip  codes  around 
each  store.  We  participate  in  shared  mail  co-operative  coupon  pro- 
grams where  we  share  postage  costs  with  other  advertisers.  In  most 
cases  our  ad  offers  an  exceptional  consumer  value.  This  ad  is,  in 
essence,  our  calling  card. 

Generally  it  has  a  product  offered  at  the  lowest  price  possible 
and  is  designed  to  bring  customers  into  our  stores  and  discover 
what  we  are  about.  Without  this  type  of  advertising,  many  of  our 
stores  could  not  compete  profitably  and  we  would  have  difficulty 
opening  new  stores.  If  you  look  at  the  advertising  our  competition 
does,  you  will  probably  see  a  large  ad  or  insert  in  the  Sunday  paper 
by  the  grocery  chains,  the  Wal-Marts  with  whom  we  compete. 

They  are  out  there  every  week  because  they  know  they  must  ad- 
vertise to  survive.  In  almost  all  cases  they  are  spending  less  on  ad- 
vertising programs  as  a  percentage  of  gross  sales  than  we  do.  They 
are  also  getting  a  lot  more  for  their  advertising:  56  promotions  a 
years  to  our  six  or  seven. 

With  a  carefully  designed,  affordable  mail  promotion  program  we 
can  get  our  message  out  and  continue  to  build  our  business.  This  is 
not  an  isolated  example.  I  am  a  board  member  of  the  Alliance  of 
Independent  Store  Owners  and  professionals  and  our  organization 
represents  over  3,000  small  business  operators,  all  of  them  relying 
on  the  mail  to  advertise  and  promote  their  business. 
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I  have  heard  testimonials  by  grocery  store  owners,  pizza  restau- 
rateurs, service  providers,  that  tell  a  similar  story.  These  people 
are  spending  two  or  three  times  as  much  on  mail  advertising  for  a 
fraction  of  the  number  of  promotions  done  by  the  big  business  com- 
petitors. Cost  effective  mail  advertising  is  a  life  and  death  issue  for 
small  stores. 

This  month  our  company  is  helping  a  new  franchisee  opening  in 
Chicago  in  Wheaton,  Illinois.  This  will  be  the  first  Paper  Ware- 
house in  the  Chicago  area.  This  is  a  small  business  start-up.  Our 
new  franchisee  has  made  a  great  personal  investment  in  this  store. 

The  franchisee,  in  our  particular  case,  invested  over  $100,000  to 
own  and  operate  a  Paper  Warehouse.  The  owner  may  work  12  to  24 
months  before  he  can  even  take  a  draw  out  of  his  operation. 

To  announce  the  opening  of  the  store,  our  franchisee  will  have  to 
invest  and  spend  in  the  form  of  localized  mail  advertising.  Much  of 
the  capital  needed  to  start  this  business  is  for  the  mail  promotions 
that  must  be  planned  and  paid  for  before  the  first  customer  walks 
into  the  store. 

Every  month  I  speak  with  potential  franchisees  who  are  weigh- 
ing the  risk  of  making  the  investment  needed  both  in  dollars  and 
time  and  to  open  and  promote  a  new  Paper  Warehouse  store.  Our 
company  and  our  franchisees  are  creating  jobs  and  paying  taxes  in 
their  communities. 

We  are  asking  not  for  any  special  treatment  or  benefits  from  our 
government,  but  it  is  essential  that  you  know  our  ability  to  open 
stores,  compete  profitably  against  much  larger  operations  and  stay 
in  business  depends  on  an  affordable  mail  advertising  program. 
Small  business  is  already  facing  up  to  a  battle  on  competing  with 
big  stores  on  ability  to  promote. 

I  implore  you  not  to  subsidize  nonprofits  at  the  expense  of  small 
business.  You  cannot  pass  on  costs  to  the  Postal  Service  without 
hurting  the  small  retailers,  service  businesses  and  professionals  but 
helping  our  big  business  competitors  in  the  process. 

I  appreciate  the  opportunity  to  testify  today  and  will  answer  any 
questions  you  may  have. 

Mr.  ViscLOSKY.  I  appreciate  your  commitment  and  appreciate  the 
fact  that  after  eight  years  in  Congress  you  have  probably  put  more 
people  to  work  than  I  have.  I  appreciate  the  circumstances  in 
which  you  and  other  independent  business  people  find  yourselves.  I 
appreciate  your  testimony  today  and  certainly  the  subcommittee 
will  consider  it. 

Thank  you  very  much. 

The  Committee  will  be  in  recess  for  approximately  7  to  10  min- 
utes. 

[The  statement  of  Mr.  Schlosser  follows:] 
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TESTIMONY  OF  BRENT  SCHLOSSER,  VICE  PRESIDENT  AND  CO-OWNER  OF 

PAPER  WAREHOUSE,  INC.  AND  DIRECTOR  OF  THE 

ALLIANCE  OF  INDEPENDENT  STORE  OWNERS  AND  PROFESSIONALS 

BEFORE  THE  SUBCOMMITTEE  ON  TREASURY,  POSTAL  SERVICE  AND 

GENERAL  GOVERNMENT  OF  THE  HOUSE  COMMITTEE 

ON  APPROPRIATIONS  ON  MARCH  25,  1993 


Members  of  the  Committee  and  Staff: 

My  name  is  Brent  Schlosser  and  I  have  traveled  from  Minneapolis,  Minnesota  to  speak  with 
you  today.  I  am  the  Vice  President  and  a  shareholder  of  Paper  Warehouse,  Inc.  From  1986 
through  today  Paper  Warehouse  has  grown  from  three  stores  in  Minnesota  to  more  than  50 
stores  in  11  states.  We  have  created  more  than  300  jobs.  Thirty-seven  of  our  stores  are 
Company  owned.  Another  20  locations  are  owned  by  individual  franchisees.  These 
individuals  have  relied  on  our  track  record  and  expertise  as  a  basis  for  starting  a  new 
business  in  a  new  market.  For  most  of  our  franchisees  the  decision  to  open  a  Paper 
Warehouse  store  is  the  biggest  investment  they  have  made  in  their  lives.  They  hope  to  open 
and  build  a  business  that  will  provide  them,  and  their  families,  with  future  employment  and 
will,  in  years,  produce  a  return  on  the  substantial  investment  it  takes  to  open  a  new  store. 

I  am  here  today  because  your  Subcommittee,  and  our  elected  officials,  are  considering 
actions  that  could  handicap  the  ability  of  companies  like  mine,  and  indeed  all  small  retailers, 
to  open  and  operate  independent  retail  stores  and  service  businesses.  Businesses  like  mine, 
and  our  franchises,  rely  on  the  Postal  Service  to  reach  their  customers.  In  most 
conmiunities,  mail  advertising  is  the  only  medium  that  allows  a  small  store  to  reach  just  the 
geographic  area  surrounding  his  store.  Based  on  my  own  experience,  I  know  in  many 
communities  mail  advertising  is  the  only  advertising  media  that  can  be  cost  effective  for  the 
single  store  owner.  Mass  media,  like  t.v.,  radio,  newspapers  and  magazines  is  too  expensive 
because  it  reaches  everyone  in  the  entire  community.  This  can  be  very  cost  effective  for  the 
big  store,  or  chain,  that  is  spreading  its  advertising  costs  over  many  locations.  For  the  single 
store  owner,  or  business  with  a  few  locations,  mail  may  be  the  only  media. 

Although  mail  may  be  cost-effective  for  the  small  business,  I  want  to  stress  that  it  is  not 
cheap.  Small  businesses  pick  the  mail  not  because  it  is  inexpensive  but  because  it  allows 
them  to  target  the  consumers  living  near  a  store.  On  a  per  piece  basis,  or  per  customer 
contact,  mail  is  generally  more  expensive  than  newspapers  or  electronic  media.  It  is  just 
that  for  the  small  business,  it  does  not  make  sense  to  reach  people  beyond  your  trade  area. 
My  company  has  seen  postal  rates  go  up  in  1988  and  again  in  1990.  These  increases  did 
limit  our  expansion.  In  many  ways,  it  led  us  to  focus  more  on  the  growth  of  our  company 
owned  stores  where,  by  getting  concentration  in  a  market  area,  we  can  have  some  of  the 
same  advertising  buying  power  and  efficiencies  as  our  big  business  competitors.  The  postal 
rate  increases  of  1988  and  1990  forced  some  of  our  franchises  to  cut  back  on  their 
advertising.  This  hurts  their  ability  to  compete  and  grow. 
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I  understand  that  our  elected  officials  are  considering  proposals  that  would  require  the 
Postal  Service  to  continue  to  give  non-profit  mailers  reduced  postal  rates  but  shift  the  costs 
for  those  reduced  rates  from  the  federal  treasury  to  other  postal  payers.  I  am  here  to  tell 
this  Committee  that  such  a  shifting  in  costs  will  handicap  the  small  store  owner.  It  will 
impose  an  added  tax  or  burden  that  will  not  be  shared  by  large  businesses  or  retailers  that 
need  not  rely  on  the  Postal  Service  as  the  primary  way  of  reaching  their  customers.  This 
is  not  an  equal  sacrifice.  It  is  not  parity  among  like  businesses.  Speaking  for  my  own 
business  I  can  say  without  a  doubt  that  it  will  limit  our  growth  and  handicap  our  existing 
franchisees. 

Let  me  explain  this  to  you  in  very  concrete  terms.  Paper  Warehouse  stores  sell  paper  and 
party  goods  at  discount  prices  in  a  warehouse  environment.  Our  stores  carry  a  large  variety 
of  paper  goods,  such  as  paper  towels,  toilet  paper,  napkins,  office  supplies,  as  well  as 
specialty  paper  and  plastic  ware  for  parties  and  decorating  novelties.  Because  paper 
products  are  also  sold  by  grocery  stores,  chain  discounters,  drug  stores,  department  stores, 
convenience  stores  and  other  party  goods  stores,  all  our  stores  find  themselves  in  a  very 
competitive  environment. 

To  survive,  we  must  advertise.  Advertising  is  an  essential  cost  of  doing  business  like  labor 
or  rent.  I  know  from  my  experience  that  advertising  frequently  ranks  third,  following  only 
payroll  and  rent,  as  a  top  business  expense.  Many  of  our  franchisees  have  advertising  as 
their  second  highest  expense.  That's  right.  They  may  pay  more  for  advertising  than  they 
do  for  rent. 

In  most  of  our  markets  mail  advertising  is  the  backbone  of  our  advertising  program.  We 
strive  to  do  six  or  seven  promotions  per  year  limited  to  two  or  three  zip  code  mailings  to 
every  household  near  one  of  our  stores.  Our  ad  is  usually  a  light-weight,  single  piece  that 
features  an  excellent  consumer  value.  Our  advertising  promotions  are  plarmed  carefully  to 
have  maximum  impact.  We  feature  a  product  with  broad  mass  appeal,  such  as  napkins, 
paper  towels,  back  to  school  supplies,  holiday  wrap,  etc.  at  prices  at  or  near  our  costs.  We 
consider  these  promotions  to  be  our  store's  "calling  card"  to  bring  customers  into  our  stores. 

Although  we  design  our  mailings  to  be  very  efficient  and  usually  participate  in  a  cooperative, 
shared  mail,  or  coupon  program  where  our  postage  costs  are  shared  with  other  small 
businesses,  this  is  still  a  major  expense  for  our  business.  But  it  is  an  essential  expense  if  we 
are  to  compete  with  our  large  store  competitors. 

Now  let  me  contrast  our  advertising  with  what  we're  up  against  in  the  market  place.  The 
big  stores  and  chains  aren't  limited  to  six  or  seven  promotions  per  year.  Our  grocery  store 
and  discount  store  competitors  usually  do  52  promotions  a  year  that  are  generally  found  as 
a  supplement  or  on  the  pages  of  the  Sunday  newspaper.  Take  a  look  at  one  of  their  ads. 
You  will  see  that  most  of  them  prominently  feature  paper  products.  This  is  our  competition. 

Does  advertising  rank  as  the  number  2  or  3  expense  for  our  competition?  It  does  not.  One 
of  the  biggest  advantages  large  retailers  have  over  medium  to  small  stores  is  their  ability  to 
cost  effectively  advertise.  Bigger  businesses  have  more  locations  and  a  bigger  gross  sales 
base  over  which  to  spread  their  advertising  costs.  When  you're  big,  you  can  design  a  media 
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mix  that  allows  you  to  design  an  advertising  program  that  reaches  the  biggest  number  of 
customers  at  the  lowest  possible  cost.  If  one  of  your  advertising  suppliers  raises  its  prices, 
you  can  shift  your  media  mix  to  respond  to  the  increase.  A  small  retailer  doesn't  have  this 
choice,  when  your  mailing  costs  go  up  you  can't  take  your  business  elsewhere.  They  are 
faced  with  two  choices.  You  can  either  try  to  trim  some  other  part  of  your  budget  and  pay 
the  higher  mailing  costs  or  cut  back  on  your  advertising.  Postal  rates  have  gone  up  twice 
since  1988.  These  increases  were  greater  for  third-class  advertising  mail  than  they  were  for 
other  types  of  mail.  These  back  to  back  postal  increases  scored  a  direct  hit  on  the  ability 
of  small  business  to  compete  with  big  stores. 

Now  some  of  you  may  be  thinking  that  this  is  only  true  for  my  business  and  that  other  retail 
or  service  businesses  are  not  affected  the  same  way.  This  is  not  limited  to  paper  products 
or  specialty  stores.  When  it  comes  to  the  competitive  battle  between  big  and  small  business, 
the  greatest  competitive  disadvantage  is  often  the  high  cost  of  advertising.  I  am  a  Board 
member  of  the  Alliance  of  Independent  Store  Owners  and  Professionals.  This  organization 
represents  small  business  retailers,  service  providers  and  professionals  that  rely  on  mail 
advertising  to  survive.  Over  the  years  I  have  spoken  with  other  members  of  this 
organization  in  other  lines  of  business.  I  have  listened  to  grocers,  hair  stylists,  and  pizza 
store  owners  talk  about  their  businesses.  Their  experiences  are  a  lot  like  mine.  Although 
their  stores  can  compete  with  the  big  stores  in  terms  of  price  and  quality,  they  can't  compete 
in  terms  of  advertising  efficiency  and  buying  power.  Here  are  some  specific  examples  I  have 
discussed  with  members  of  our  association: 

A  family  grocer  in  Michigan  mails  an  advertising  circular  every  two  weeks.  He  spends  2% 
of  his  overall  sales  budget  for  this  four  page  advertising  piece  that  goes  to  the  homes  around 
his  store.  The  major  grocery  chains  in  his  community  are  doing  one  or  two  2  to  4  page 
newspaper  ads  per  week  and  are  spending  less  than  1%  of  their  gross  sales  for  this 
advertising.  That's  right.  They  are  getting  twice  as  much  exposure  for  half  the  money. 

This  is  not  an  isolated  incident.  Independent  restaurant  owners  will  tell  you  the  same  story. 
A  pizza  store  owner  in  my  community  mails  an  average  of  1  1/2  coupons  every  month.  He 
spends  10  cents  out  of  every  dollar  he  makes  to  maintain  this  advertising  program.  Mail 
advertising  is  the  only  media  he  can  use.  What's  the  competition  doing?  Pizza  Hut  is  doing 
a  full-page  mail  ad  and  newspaper  insert  every  week.  This  adds  up  to  more  than  100  print 
promotions  a  year.  They  are  also  ruiming  constant  t.v.  and  radio  ads  to  promote  their 
stores.  According  to  industry  sources  their  advertising  budget  is  6%  of  gross  sales.  The 
independent  is  spending  twice  as  much  on  mail  advertising  to  get  less  than  1/5  the  number 
of  promotions. 

This  Committee  needs  to  realize  that  the  cost  of  mail  advertising  is  a  small  business  survival 
issue.  Our  country  is  becoming  increasingly  dominated  by  large  retail  businesses  and  chain 
stores.  Part  of  this  trend  can  be  attributed  to  the  competitive  disadvantage  small  businesses 
face  in  the  areas  of  advertising. 

The  retail  trade  used  to  be  dominated  by  small  businesses.  According  to  SBA  statistics  in 
1958  76%  of  the  gross  product  in  the  retail  trade  originated  from  small  firms.  As  of  1982 
this  share  had  decreased  to  55%  -  the  greatest  percentage  change  of  any  industry  segment. 
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That  study  is  more  than  ten  years  old.  The  SBA  now  estimates  that  the  increasing 
concentration  in  retail  and  service  industries  have  reduced  the  small  business  share  to 
substantially  less  than  half.  Our  association  believes  this  trend  -  that  is  not  seen  in  other 
areas  like  manufacturing,  mining,  or  other  business  sectors,  is  due  largely  to  the 
disproportionately  high  amounts  the  small  business  must  pay  to  keep  in  contact  with  its 
customers. 

For  years  our  association,  and  businesses  like  mine,  have  urged  the  Postal  Service  and  its 
independent  postage  management,  to  take  action  to  control  growing  postal  costs.  We  are 
grateful  that  current  postal  management  is  doing  everything  it  can  to  fend  off  the  next  postal 
rate  increase.  For  businesses  like  mine  this  gives  us  an  opportunity  to  grow  in  our  existing 
locations  and  to  take  the  risks  necessary  to  open  new  stores. 

I  can  certainly  sympathize  with  the  non-profit  groups  that  are  asking  this  Committee  to 
protect  them  from  large  future  postal  rate  increases.  However,  it  is  essential  that  our 
elected  officials  understand  that  any  effort  to  require  the  Postal  Service  to  continue  to  offer 
reduced  rates,  without  full  funding  by  the  treasury,  will  result  in  a  hidden  tax  on  small 
business.  This  is  a  tax  that  our  large  business  competitors  will  not  have  to  pay.  When  they 
see  postal  rates  go  up  they  simply  change  their  media  mix  and  buy  more  t.v.,  radio,  or 
newspapers.  Smedl  businesses  don't  have  this  choice. 

On  behalf  of  myself,  the  Alliance  of  Independent  Store  Owners  and  Professionals,  and  the 
millions  of  small  businesses  that  rely  on  the  mail  to  advertise,  I  want  to  conclude  by  saying 
we  are  in  full  support  of  the  United  States  Postal  Service  and  its  position  on  revenue 
foregone. 
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BIOGRAPHICAL  I>fFORMATION  REGARDING  BRENT  SCHLOSSER  AND 
ALLIANCE  OF  INDEPENDENT  STORE  OWNERS  AND  PROFESSIONALS 


Brent  Schlosser.  Brent  Schlosser  is  the  Vice  President  and  a  shareholder  of  Paper 
Warehouse,  Inc.  Paper  Warehouse  is  a  paper  products  and  party  goods  store  company 
based  in  Minneapolis,  Minnesota. 

Schlosser  has  been  in  the  retail  business  for  approximately  20  years.  In  1976  Schlosser 
became  the  Director  of  Marketing  for  Modem  Merchandising  and  he  was  responsible  for 
managing  the  advertising  efforts  of  78  stores  in  16  different  states. 

From  1981  through  1984  Schlosser  was  an  owner  and  the  Executive  Vice  President  for 
Mattingly  Stores,  a  discount  and  variety  store  chain  operating  in  rural  midwestera  markets. 
From  1984  through  mid-1986  Schlosser  was  the  Vice  President  with  responsibility  for 
marketing  and  merchandising  of  the  Carlson  Companies,  Catalog  Showroom  Division. 

In  June,  1986,  Schlosser  became  one  of  the  principal  shareholders  of  Paper  Warehouse,  Inc. 
At  that  time  Paper  Warehouse  had  three  locations  in  the  MinneapoUs  area.  As  of  March, 
1992,  Paper  Warehouse  has  37  company-owned  stores  in  Minnesota,  Kansas/Missouri  and 
Oklahoma.  There  are  also  in  operation  20  franchise  stores  in  8  states  with  additional  units 
scheduled  to  open  later  in  1993. 

Schlosser  is  a  board  member  of  the  Alliance  of  Independent  Store  Owners  and  Professionals 
and  a  member  of  PRO,  Party  Retailers  Organization. 

Alliance  of  Independent  Store  Owners  and  Professionals  (AISOP).  AISOP  began  in  1983 
to  protect  and  promote  fair  postal  and  legislative  policies  for  small  business  advertisers. 
Most  of  its  3,100  plus  members  are  independent  small  businesses  that  rely  on  reasonable 
third-class  mail  rates  to  promote  their  businesses  and  contact  customers  in  their  trade  areas. 
Affordable  mail  advertising  helps  these  businesses  to  compete  with  large  businesses  and 
multiple  location  concerns  that  can  afford  to  advertise  in  daily  papers  and  the  electronic 
media.  The  AISOP  is  concerned  with  postal  rates  and  regulations,  sales  taxes,  privacy,  and 
environmental  legislation  that  could  make  mail  advertising,  or  other  locally  delivered  print 
advertising,  unaffordable  to  small  business.  The  Alliance  is  headquartered  in  Mirmeapolis, 
Minnesota  and  can  be  contacted  at  the  following  address  and  number: 

Alliance  of  Independent  Store  Owners  and  Professionals 
Donna  E.  Hanbery,  Executive  Director 
2925  Multifoods  Tower 
Minneapolis,  MN  55402 
(612)  340-1568 
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Thursday,  March  25,  1993. 
MAIL  ORDER  ASSOCIATION  OF  AMERICA 

WITNESS 
KENNETH  A.  BOCHENSKI 

INTRODUCTION 

Mr.  ViscLOSKY  [presiding].  The  subcommittee  will  come  to  order. 
If  Mr.  Kenneth  Bochenski  will  come  forward,  please,  from  the 
Mail  Order  Association  of  America. 
Mr.  Bochenski.  Good  afternoon. 
Mr.  ViscLOSKY.  Good  afternoon. 

Statement  of  Ken  Bochenski 

Mr.  Bochenski.  My  name  is  Ken  Bochenski.  I  am  the  Senior 
Vice  President  of  Operations  for  Spiegel,  Incorporated,  a  Chicago- 
based  catalog  retailer. 

I  also  serve  as  the  President  of  the  Mail  Order  Association  of 
America  and  make  this  statement  on  their  behalf. 

The  association  members  are  Lands'  End,  Incorporated,  L.L. 
Bean,  J.C.  Penney,  Sears,  Roebuck,  Spiegel,  and  Warshawsky  and 
Company.  Although,  small  in  number,  these  companies  account  for 
a  enormous  volume  of  mail,  with  collective  postage  costs  of  ap- 
proximately $700  million  a  year. 

Our  members  make  extensive  use  of  the  first,  third  and  fourth 
class  mail  and  are,  therefore,  very  concerned  about  the  revenue 
foregone  threat  to  all  mailers  in  all  classes. 

When  companies  are  as  dependent  on  the  postal  system  as  our 
membership,  and  where  postal  costs  represent  such  a  significant 
part  of  the  operating  cost  structure,  it  becomes  an  extremely  diffi- 
cult operating  environment  when  postal  rates  rise  in  excess  of  50 
percent,  as  they  have  in  the  three-year  period. 

The  direct-marketing  industry  has  truly  suffered  the  brunt  of 
these  referenced  rate  increases.  It  is  for  this  reason  I  am  here  to 
give  testimony  in  support  of  the  position  taken  by  the  Postal  Serv- 
ice concerning  revenue  foregone. 

In  his  appearance  before  this  committee  on  February  4th,  1993, 
Postmaster  General  Runyon  starkly  outlined  the  dilemma  which 
has  been  created  for  the  Postal  Service  and  mailers  by  the  congres- 
sional failure  to  appropriate  the  full  amount  of  revenue  foregone, 
while  at  the  same  time  prohibiting  the  Postal  Service  from  raising 
nonprofit  rates  to  make  up  the  difference.  The  Mail  Order  Associa- 
tion of  America  endorses  his  position. 

A  continuation  of  these  actions  will  undo  the  many  steps  and 
successes  which  have  been  achieved  by  Postmaster  General 
Runyon  in  reorganizing  the  Postal  Service  in  order  to  contain  costs 
and  improve  the  quality  of  service.  For  the  first  time  in  many 
years,  the  United  States  Postal  Service  is  on  the  road  to  being  run 
on  a  sound  business  basis,  and  we  would  like  to  see  it  continue  in 
that  fashion. 

We  are  aware  of  the  severe  budget  strictures  under  which  Con- 
gress must  function.  We  realize  that  many  of  the  organizations 
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benefiting  from  subsidized  rates  serve  very  worthy  causes.  Al- 
though there  have  been  questions  about  whether  the  use  of  subsi- 
dized postage  rates  is  the  most  efficient  and  appropriate  way  of  as- 
sisting those  worthy  groups,  it  is  not  our  purpose  to  engage  in  that 
debate. 

We  recognize  that  it  is  for  this  committee  and  Congress  to  deter- 
mine the  level  of  funding  for  nonprofit  rates  and  it  is  not  our  pur- 
pose to  give  you  advice  on  that  decision. 

Mr.  ViscLOSKY.  We  are  always  open  to  suggestions. 

Mr.  BocHENSKi.  I  believe  we  all  are  on  that.  I  believe  that  is  why 
we  are  all  here. 

At  the  same  time,  however,  we  are  strongly  opposed  to  prohibit- 
ing the  Postal  Service  from  raising  nonprofit  rates  in  a  sufficient 
amount  to  make  up  any  revenue  foregone  shortfall,  as  provided  for 
by  the  Postal  Reorganization  Act.  It  is,  in  our  view,  wholly  inappro- 
priate for  the  Congress  to  interfere  with  the  provisions  of  the 
Postal  Reorganization  Act  and  postal  management  by  imposing 
this  restraint. 

As  stated  by  Postmaster  General  Runyon,  the  approach  repre- 
sents a  hidden  stamp  tax  on  users  of  mail.  Further,  this  tax  is  con- 
centrated upon  the  relatively  small  number  of  American  business- 
es for  whom  postage  rates  constitute  a  large  element  of  operating 
costs.  If  the  Congress  determines  that  certain  nonprofit  groups 
should  be  subsidized,  that  subsidization  should  come  from  all  tax- 
payers. 

In  summary,  MOAA's  position  is,  the  amount  of  revenue  fore- 
gone to  be  appropriated  is  a  decision  which  we  recognize  Congress 
must  make  in  the  context  of  demands  for  funds  for  very  many 
worthy  projects.  If  the  Congress  fails  to  appropriate  the  whole  reve- 
nue foregone,  it  should  not  prohibit  the  Postal  Service  from  in- 
creasing nonprofit  rates  to  make  up  the  shortfall.  Such  an  action 
constitutes  an  unfair  tax  upon  a  very  narrow  segment  of  American 
business  for  whom  postage  rates  are  vital. 

A  continuation  of  the  past  practices  can  only  lead  to  severe  diffi- 
culties for  both  the  mailers  and  the  Postal  Service  as  a  result  of 
increased  rates  and  the  contraction  of  mail  volumes  that  will  inevi- 
tably result.  Although  it  is  not  our  intent  to  define  who  should  re- 
ceive such  subsidized  rates,  it  is  apparent  by  the  growth  of  the 
present  subsidy  recipients  that  a  complete  review  of  eligibility  cri- 
teria is  necessary.  Such  a  review  should  result  in  reducing  the 
number  of  participants  now  taking  advantage  of  the  more  liberal 
definition  of  nonprofit,  and  only  providing  for  those  who  were  origi- 
nally intended  to  receive  such  subsidies.  Such  a  review  should 
result  in  a  positive  impact  on  the  longer  term  revenue  foregone 
issue. 

It  is  quite  difficult  to  take  a  position  that  appears  to  be  against 
very  worthy  nonprofit  groups.  However,  we  must  all  find  ways  to 
operate  in  a  more  efficient  manner.  The  future  of  our  business  en- 
vironment depends  upon  it.  We  must  find  a  resolution  for  this 
problem  without  jeopardizing  the  business  viability  of  the  mailing 
community  and  many  worthy  causes. 

Thank  you,  Mr.  Chairman,  for  this  opportunity  to  present  the 
views  of  the  Mail  Order  Association  of  America. 

Mr.  ViscLOSKY.  Mr.  Bochenski,  thank  you  very  much. 
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This  is  the  first  time  you  have  been  here.  My  name  is  Visclosky, 
as  one  who  is  also  part  of  the  Chicago  delegation,  I  wdsh  you  well 
in  your  business.  It  is  headquartered  out  of  Chicago  and  I  hope  you 
have  a  safe  trip  back. 

Thank  you  for  your  time  and  expertise.  I  appreciate  it. 

[Mr.  Bochenski's  statement  follows:] 
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STATEMENT  OF 

KENNETH  A.  BOCHENSRI 

SENIOR  VICE  PRESIDENT 

SPIEGEL, INC. 

AND  PRESIDENT  OF 

NAIL  ORDER  ASSOCIATION  OF  AMERICA 

BEFORE  THE 

SUBCOMMITTEE  ON  TREASURY,  POSTAL  SERVICE, 

AND  GENERAL  GOVERNMENT  APPROPRIATIONS 

OP  THE  COMMITTEE  ON  APPROPRIATIONS 

UNITED  STATES  HOUSE  OF  REPRESENTATIVES 

WASHINGTON,  D.C. 

MARCH  25,  1993 

My  name  is  Kenneth  A.  Bochenski.   I  am  Senior  Vice  President 
of  Spiegel,  Inc.,  a  Chicago-based  catalog  retailer.   I  also  serve 
as  President  of  the  Mail  Order  Association  of  America  and  make 
this  statement  on  behalf  of  the  Association. 

The  Association  members  are  Lands'  End,  Inc.,  L.  L.  Bean, 
Inc.,  J.C.  Penney  Co.,  Inc.,  Sears,  Roebuck  &  Co.,  Spiegel,  Inc. 
and  Warshawsky  &  Co.   Although  small  in  number,  these  companies 
account  for  an  enormous  volume  of  mail  with  collective  postage 
costs  of  approximately  $700  million  per  annum.   Our  members  make 
extensive  use  of  first-,  third-  and  fourth-class  mail  and  are, 
therefore,  very  concerned  about  the  revenue  forgone  threat  to  all 
mailers  in  all  classes. 

When  companies  are  as  dependent  on  the  postal  system  as  our 
membership  and  where  postal  costs  represent  such  a  significant 
part  of  the  operating  cost  structure,  it  becomes  an  extremely 
difficult  operating  environment  when  postal  rates  rise  in  excess 
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of  50  percent  -  as  they  have  in  a  three-year  period.   The  direct 
marketing  industry  has  truly  suffered  the  brunt  of  these 
referenced  rate  increases.   It  is  for  this  reason  I  am  here  to 
give  testimony  in  support  of  the  position  taken  by  the  Postal 
Service  concerning  Revenue  Forgone. 

In  his  appearance  before  this  Committee  on  February  4,  1993, 
Postmaster  General  Marvin  Runyon  starkly  outlined  the  dilemma 
which  has  been  created  for  the  Postal  Service  and  mailers  by  the 
Congressional  failure  to  appropriate  the  full  amount  of  revenue 
forgone  while  at  the  same  time  prohibiting  the  Postal  Service 
from  raising  nonprofit  rates  to  make  up  the  differences.   The 
Mail  Order  Association  of  America  endorses  his  position.   A 
continuation  of  these  actions  will  undo  the  many  steps  and 
successes  which  have  been  achieved  by  PMG  Runyon  in  reorganizing 
the  Postal  Service  in  order  to  contain  costs  and  improve 
service.   As  he  concluded,  the  Postal  Service's  "hard-won  gains 
are  being  placed  in  jeopardy  because  of  continued  underfunding 
for  revenue  forgone." 

We  are  aware  of  the  severe  budget  strictures  under  which  the 
Congress  must  function.   We  recognize  that  many  of  the 
organizations  benefiting  from  subsidized  rates  serve  worthy 
causes.   Although  there  have  been  questions  about  whether  the  use 
of  subsidized  postage  rates  is  the  most  efficient  and  appropriate 
way  of  assisting  those  worthy  groups,  it  is  not  our  purpose  to 
engage  in  that  debate.   We  recognize  that  it  is  for  this 
Committee  and  the  Congress  to  determine  the  level  of  funding  for 
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nonprofit  rates  and  it  is  not  our  purpose  to  give  you  advice  on 
that  decision. 

At  the  same  time,  however,  we  are  strongly  opposed  to 
prohibiting  the  Postal  Service  from  raising  nonprofit  rates  in  a 
sufficient  amount  to  make  up  any  revenue  forgone  shortfall,  as 
provided  for  by  the  Postal  Reorganization  Act.   It  is,  in  our 
view,  wholly  inappropriate  for  the  Congress  to  interfere  with  the 
provisions  of  the  Postal  Reorganization  Act  and  postal  management 
by  imposing  this  restraint.   As  stated  by  PMG  Runyon,  the 
approach  represents  "a  hidden  'stamp  tax"  on  users  of  mail." 
Further,  this  tax  is  concentrated  upon  the  relatively  small 
number  of  American  businesses  for  whom  postage  rates  constitute  a 
large  element  of  operating  costs.   If  the  Congress  determines 
that  certain  nonprofit  groups  should  be  subsidized,  that 
subsidization  should  come  from  all  taxpayers. 

In  summary,  MOAA's  position  is: 

•  The  amount  of  revenue  forgone  to  be  appropriated  is  a 
decision  which  we  recognize  Congress  must  make  in  the 
context  of  demands  for  funds  for  many  worthy  projects. 

•  If  the  Congress  fails  to  appropriate  the  whole  of 
revenue  forgone,  it  should  not  prohibit  the  Postal 
Service  from  increasing  nonprofit  rates  to  make  up  the 
shortfall.   Such  an  action  constitutes  an  unfair  tax 
upon  a  narrow  segment  of  American  business  for  whom 
postage  rates  are  vital. 

•  A  continuation  of  the  past  practice  can  only  lead  to 
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severe  difficulties  for  both  the  mailers  and  the 
Postal  Service  as  a  result  of  increased  rates  and  the 
contraction  of  mail  volumes  that  will  inevitably 
result. 
•    Although  it  is  not  our  intent  to  define  who  should 

receive  such  subsidized  rates,  it  is  apparent  by  the 
growth  of  present  subsidy  recipients  that  a  complete 
review  of  eligibility  criteria  is  necessary.   Such  a 
review  should  result  in  reducing  the  number  of 
participants  now  taking  advantage  of  the  more  liberal 
definition  of  "non-profit,"  and  only  providing  for 
those  who  were  originally  intended  to  receive  such 
subsidies.   Such  a  review  should  result  in  a  positive 
impact  on  the  longer  term  revenue  forgone  issue. 

Thank  you,  Mr.  Chairman,  for  this  opportunity  to  present  the 
views  of  the  Mail  Order  Association  of  America. 
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Thursday,  March  25,  1993. 
SMALL  BUSINESS  LEGISLATIVE  COUNCIL 

WITNESS 
JOHN  S.  SATAGAJ 

INTRODUCTION 

Mr.  ViscLOSKY  [presiding].  For  the  Small  Business  Legislative 
Council,  Mr.  John  Satagaj. 

Statement  of  John  Satagaj 

Mr.  Satagaj.  Thank  you,  Mr.  Chairman.  I  am  glad  to  be  here 
today. 

I  have  to  start  off  by  saying,  I  always  have  to  pinch  myself  when 
the  first  words  out  of  my  mouth  are  I  agree  with  Spiegel,  Lands' 
End  and  L.L.  Bean  that  we  have  to  do  something  here.  It  is  rare 
that  small  business  gets  an  opportunity  to  agree  with  those  big 
firms,  but  we  do. 

We  are  here  today,  I  think  as  you  well  know,  we  are  in  a  dilem- 
ma that  I  can't  believe  I  am  here  presenting  a  point  of  view  that  if 
you  asked  me  10  years  ago  I  would  be  having  a  discussion  on  this,  I 
would  have  said  forget  it.  The  reason  for  that  is,  as  you  know,  most 
small  businesses,  if  you  are  going  to  say  Congress  should  appropri- 
ate anything,  they  say  forget  it,  save  our  money,  don't  do  anything. 
But  we  are  here  to  say  that  you  do  need  to  appropriate  for  the  rev- 
enue foregone  because  we  do  believe  the  impact  on  small  mailers 
will  be  very  severe. 

As  you  heard  Mr.  Schlosser  say,  we  believe  in  the  macro  and 
have  that  problem  across  the  board  for  small  businesses  that  do 
use  the  mail.  So  we  are  here  for  it.  But  like  my  colleague  here 
before  me,  we  think  the  problem  we  have  to  solve,  not  necessarily 
in  this  committee  but  somewhere  in  this  Congress,  is  the  issue  of 
nonprofits'  use  of  preferred  rates. 

The  problem,  the  truth  of  the  matter  is  that  I  find  more  profita- 
ble nonprofits  than  I  do  find  profitable  for-profits  these  days.  It  is 
getting  increasingly  difficult  to  define  where  the  line  is  drawn  be- 
tween a  for-profit  and  a  nonprofit. 

If  all  charities  were  charities,  I  don't  think  I  would  be  here 
today,  but  the  truth  of  the  matter  is,  the  tail  is  wagging  the  dog,  in 
many  cases,  and  we  no  longer  can  see  a  distinction  between  what 
they  are  doing  and  what  we  are  doing.  If  that  is  the  case,  then  we 
believe  they  should  be  sharing  their  fair  burden. 

I  know  you  will  have  a  witness  later  from  the  Business  Coalition 
on  Fair  Competition.  We  have  as  many  ideas  as  you  want.  You 
want  ideas,  reasonable  ones,  unreasonable  ones,  we  have  many  sug- 
gestions for  you,  ways  to  deal  with  this,  but  we  simply  do  need  to 
deal  with  it. 

We  need  to  address  what  is  a  charity,  what  is  not  a  charity. 
When  we  can  do  that,  we  won't  be  here  asking  for  something  that  I 
can't  believe  I  am  asking  for,  for  you  to  appropriate  money.  I 
shouldn't  be  doing  that  for  small  business. 

Mr.  ViscLOSKY.  It  is  dangerous. 
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Mr.  Satagaj.  It  is  dangerous  work  but  the  impact  on  the  small 
mailers  is  so  severe  that  we  need  to  do  it,  but  more  importantly,  we 
need  to  solve  that  other  problem;  that  is  what  we  are  here  to  tell 
you  today. 

I  appreciate  the  opportunity  to  testify.  If  you  have  any  questions, 
I  will  be  happy  to  answer  them. 

Mr.  ViscLOSKY.  I  don't  have  any  questions  at  this  time.  I  do  ap- 
preciate, again,  your  ideas  and  suggestions  for  Congress.  And  I 
think  the  Chair  agrees  with  the  consensus  here  and  that  is,  we 
have  a  problem  and  we  have  to  have  a  permanent  solution,  or  at 
least  address  it  in  an  adequate  fashion,  not  do  it  ad  hoc  on  an 
annual  basis  as  we  have  been  doing. 

I  appreciate  it  and  your  testimony  will  be  submitted  for  the 
record. 

Mr.  Satagaj.  Thank  you,  Mr.  Chairman. 

Mr.  ViscLOSKY.  We  will  be  in  recess  for  five  minutes. 

[Recess.] 

[Mr.  Satagaj 's  statement  follows:] 
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Thank  you  for  the  opportunity  to  speak  to  you  today.  I  am  John  Satagaj , 
President  of  the  Snail  Business  Legislative  Council  (SBLC.) 

As  you  iTHy  know,  the  SBLC  is  a  pentenent,  independent  coalition  of 
nearly  one  hundred  trade  and  professional  associations  that  share  a  canmon 
cortinitment  to  the  future  of  snail  business.  Our  manbers  represent  the 
interests  of  small  businesses  in  such  diverse  economic  sectors  as 
manufacturing,  retailing,  distribution,  professional  and  technical 
services,  construction,  transportation,  and  agriculture .  Our  policies  are 
developed  through  a  consensus  among  our  membership .  Individual 
associations  may  express  their  own  views .  For  your  infonnation,  a  list  of 
our  members  is  enclosed. 

We  are  here  today  because  there  are  three  inportant  points  we  would  like 
to  make  to  this  Caitnittee. 

First ,  we  want  the  Conmittee  to  understand  that  action  taken  to  pass  on 
additional  costs  to  the  Postal  Service  hurts  small  business .  Small 
businesses,  particularly  independent  retailers  and  service  providers ,  rely 
disproportionately  on  the  mail  to  advertise  and  reach  customers  than  do 
large  businesses .  When  you  take  action  that  will  result  in  higher  postal 
costs  this  action  will  have  a  greater  inpact,  and  be  more  detrimental,  to 
small  businesses  than  to  large  concerns. 

It  is  easy  for  policymakers  to  think  that  an  action  that  affects  the 
Postal  Service,  or  increases  postal  costs,  is  spread  evenly  over  all 
businesses.  This  is  simply  not  the  case.  Since  1988  postal  rates  have  gone 
up  dramatically.  For  third  class,  or  advertising  mail,  the  increases  have 
been  greater  than  30  percent .  Large  businesses  respond  to  these  cost 
increases  ty  using  the  Postal  Service  less  and  switching  to  other  media .  For 
the  independent  druggist,  hair  stylist,  grocer,  or  pizza  parlor  this  is  not 
an  option. 
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The  Postal  Service  has  already  been  forced  to  "pick  up  the  tab"  on 
nearly  half  a  billion  dollars  of  non-profit  costs  that  were  not  covered  by 
revenue  foregone  appropriations  in  prior  years .  This  past  action  will 
result  in  postal  rate  increases  that  will  hurt  snail  business .  The  first 
point  we  want  to  leave  with  this  Committee  is  that  passing  on  higher  costs  to 
the  Postal  Service  hurts  small  businesses  more  than  large  businesses . 

Second,  we  are  here  to  stress  to  this  Ccmnittee  that  our  association 
members  believe  that  legislation  is  necessary  to  reduce  abusive  usage  of 
preferred  postage  rates  by  restricting  eligibility  and  strengthening  the 
penalties  for  such  abuse.  The  issue  of  unfair  conpetition  from  non-profit 
or  tax  favored  entities  is  so  inportant  to  our  members  that  it  was  rated  as 
the  nuntoer  five  issue  out  of  more  than  70  issues  discussed  at  our  February, 
1993  annual  meeting. 

The  problems  our  members  face  with  unfair  conpetition  in  the 
marketplace  in  sales,  goods,  or  services  from  non-prof  its  is  substantial. 
Maiy  of  our  menibers  believe  that  all  subsidies,  including  the  revenue 
foregone  appropriation  and  the  continuation  of  preferred  postal  rates, 
should  be  eliminated.  However,  if  some  form  of  subsidy  is  to  continue, 
subsidized  mailing  should  be  restricted  so  that  they  are  never  used  in 
connection  with  the  sale  of  products  and  services  that  are  also  offered  ty 
ccmmercial  providers. 

The  second  point  we  wish  to  leave  at  this  Ccnttdttee  today  is  that 
subsidized  mailings  are  being  abused  in  a  way  that  permits  unfair 
cctrpetition  by  non-profit  organizations  with  for  profit  ccsipanies .  If 
Congress  cannot  continue  to  fund  subsidized  nailing  rates  they  should  be 
eliminated  and  this  unfair  conpetition  will  cease.  If  Congress  believes 
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that  public  policy  goals  are  served  by  some  continuation  of  the  availability 
of  subsidized  postage  rates  we  would  ask  that  legislation  be  adopted  to 
restrict  use  of  subsidized  mailing. 

Third,  and  finally,  we  are  very  concerned  with  the  legislative 
precedent  that  is  sent  v*ien  budget  problems  are  addressed  by  passing  the 
buck  in  the  form  of  a  hidden  tax.  By  refusing  to  appropriate  full  funding  for 
revenue  foregone  in  the  past  few  years,  v^le  requiring  that  the  Postal 
Service  maintain  artificially  low  rates,  Congress  has  passed  a  half  billion 
dollar  staitp  tax  on  all  users  of  the  mail .  As  I  have  explained  earlier  in  ity 
testimony,  SBLC  believes  that  small  businesses  will  pay  a  higher  share  of 
this  stairp  tax  than  big  business . 

We  believe  this  is  a  bad  precedent,  bad  public  policy,  and  in  short  just 
plain  bad  business .  If  Congress  wants  to  confer  a  benefit  on  a  selected 
group,  vAiether  it  be  non-profit  or  any  other  constituency,  it  should  pay  the 
cost  out  of  general  revenues .  It  is  not  responsible  government  for  our 
elected  officials  to  write  checks  for  the  general  welfare  on  the  Postal 
Service's  account. 

We  believe  this  issue  goes  beyond  the  Postal  Service.  Our  country  is 
facing  a  huge  deficit  problem.  The  issue  of  our  econoity  and  deficit 
reduction  was  the  second  highest  priority  issue  ranked  by  our  members  in  our 
February  1993  annual  meeting.  As  part  of  our  official  position  on  this  issue 
our  organization  recomnnended  that  our  lawmakers  "reduce  federal 
ejqjenditures  through  spending  cuts  and  reduce  federal  expenditures  through 
the  elimination  of  waste. " 

Our  nation' s  deficit  and  spending  problems  need  to  be  addressed  in  a 
direct  and  honest  way.  Passing  the  buck  just  won't  do.  When  it  comes  to 
deficit  reduction  and  spending  cuts  this  nation  cannot  afford  any  more 
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creative  accounting  or  hidden  taxes .  If  Congress  wants  to  pass  a  law  that 
confers  a  benefit  it  should  be  prepared  to  pay  for  the  benefit  out  of  general 
treasury  funds. 

What  has  happened  over  the  past  few  years  v^ere  our  law  irakers  have 
intentionally  underfunded  the  Postal  Service  costs  of  delivering  preferred 
rate  mail  while  requiring  the  Postal  Service  to  continue  existing  non-profit 
rates  is  nothing  other  than  a  hidden  tax  or  stanp  tax  on  full  postal  rate 
payers .  Postal  rate  payers  do  not  benefit  from  preferred  postal  rates . 
Unlike  a  use  tax  or  user  fees,  the  extra  costs  to  postal  payers  have  no 
relationship  to  the  group  receiving  the  benefit .  This  is  the  worst  kind  of 
hidden  tax. 

Ihe  third,  and  final  point  we  wish  to  make  to  this  Ccrmittee  is  that  we 
want  our  law  makers  to  be  fully  accountable  for  the  costs  of  the  laws  they 
pass.  We  cannot  afford  any  laws  or  budget  actions,  that,  in  effect,  fail  to 
address  real  spending  problems  by  passing  the  buck . 

In  closing,  we  would  like  to  acknowledge  the  efforts  made  by  postal 
management  within  the  last  year  to  tackle  the  problems  posed  by  increasing 
costs  and  large  recent  postal  rate  increases .  The  Service  has  met  these 
challenges  head-on.  If  the  Postal  Service  is  not  saddled  with  additional 
costs  that  should,  under  existing  law  be  covered  out  of  general  treasury 
funds,  it  will  be  able  to  offer  stable  postal  rates  for  its  customers  through 
1994  and  perhaps  beyond. 

Our  organization  is  in  full  accord  with  the  testimony  of  Postnaster 
General  Marvin  Runyon  on  this  issue.  If  Congress  cannot  approve  the  full 
funding  required  by  the  Postal  Service,  then  the  Postal  Service  should  be 
free  to  adjust  non-profit  postal  rates .  This  is  the  way  the  law  is  written 
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and  it  should  be  followed.  The  vaichecked  growth  of  the  amount  needed  for 
revenue  foregone,  ccrtoined  with  growing  abuses  of  subsidized  nail  rates,  all 
point  in  this  direction. 

We  want  to  commend  the  Postal  Service  management  for  its  efforts,  and 
tell  this  Cotirdttee  that  the  continuing  availability  of  stable,  and 
affordable,  advertising  mail  rates  is  of  great  inportance  to  the  health  and 
survival  of  millions  of  srtall  businesses . 

Thank  you  for  the  opportunity  to  speak  with  you  today . 


/S2588 
Attachment 
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Members  of  the  Small  Business  Legislative  Council 


Air  CondMonlng  Contractor*  of  Amarica 

Allianca  for  Affordabia  Haattti  Cara 

ANianca  of  Indapaodant  Stora  Ownart  and  Prof assionala 

Amarican  Animal  HoapHal  Aaaodation 

Amartcan  Aaaodation  of  Nursaryman 

Amarican  But  Aaaodation 

Amarican  Conaulting  Enginaara  Coundl 

Amarican  Coundl  of  Indapandant  Laboratortaa 

Amarican  Roorcovaring  Aaaodation 

Amarican  Machlna  Tool  DIatribulora  Aaaodation 

Amarican  Road  &  Tranaportatlon  Buildara  Aaaodation 

Amarican  Sodaly  of  Traval  Aganta,  Inc. 

Amarican  Sod  Producara  Aaaodation 

Amarican  Sui>contractor*  Aaaodation 

Amarican  Taxtila  Machlnary  Aaaodation 

Amarican  Trtiefcing  Aaaoclationa,  Inc. 

Amarican  Warahouaa  Aaaodation 

Amarican  Wholaaaia  Harkatara  Aaaodation 

AlfT-Tha  Aaaodation  for  Manufacturing  Todmology 

Aretiitactural  Pracaat  Aaaodation 

Aaaodatad  Buildara  &  Contractora 

Aaaodatad  EquipmanI  Dlatributora 

Aaaodatad  Landacapa  Contractora  of  Amarica 

Aaaodation  of  Small  Buainaaa  Davalopmant  Cantara 

AutomoUva  Sarvica  Aaaodation 

Bowling  Propriatora  Aaaodation  of  Amarica 

Building  Sarvica  Contractora  Aaaodation  Intamational 

Buainaaa  Advartlalng  Coundl 

Clwlatjan  Bookaallara  Aaaodation 

Coundl  of  Float  Spadaliata 

Electronics  Representatives  Association 

Rorlata'  Transworld  Dolivary  Assodatlon 

Haiicoptar  Aaaodation  Intamational 

Independent  Bakers  Assodatkin 

Indapandant  Madlcal  DlatrllMJtors  Association 

Intamatlonai  Aaaodation  of  Rafrigaratad  Warahousaa 

bitamatloctai  CommunicatiofU  Industrlas  Assodatlon 

bitarnattorMtl  Fbrmalwaar  Aaaodation 

intarnationai  Franchlsa  Assodatlon 

Intamational  Talavlsion  Assodatlon 

Machlnary  Dealers  National  Association 

Manufacturers  Agents  National  Association 

klanufacturars  Raprasantativas  of  Amarica,  inc. 

Maclianicai  Contractora  Association  of  Amarica,  Inc. 

Manawaar  Ratailars  of  Amarica 

National  Assodation  for  the  SaH-Employad 
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National  Aaaodation  of  Rea>torai» 
National  Aaaodation  of  Retail  Druggists 
National  Aaaodation  of  RV  Parks  and  Campgrounda 
National  Assodation  of  Small  Buainaaa  Investment 

Companies 
National  Aaaodation  of  the  Remodeling  Industry 
National  Association  of  Truck  Stop  Operators 
National  Chimney  Sweep  Guild 
National  Coffee  Service  Association 
Natiortal  Electrical  Contractors  Association 
Natioitai  Electrical  Manufacturers  Representatives 

Association 
National  Fastener  Distriixitors  Association 
National  Food  Brokers  Assodatlon 
National  Grocara  Assodatlon 
National  Independent  Flag  Dealers  Association 
National  Knitwaar  &  Spoitnwear  Association 
National  UmousIrM  Association 

National  Lumbar  &  Building  Material  Dealers  Assodation 
National  Moving  and  Storage  Aaaodation 
National  Ornamental  &  Miscailanaoua 

Metais  Assodation 
National  PapertMX  Assodation 
National  Shoe  Retailers  Association 
National  Sodety  of  Put>lic  Accountants 
National  Tire  Dealers  &  Retreaders  Association 
National  Toding  and  Machining  Association 
National  Tour  Assodation 
National  Venture  Capital  Association 
Opticians  Association  of  America 
Organization  for  the  Protection  and  Advancement  of 

Small  Telephone  Companlea 
Passenger  Vessel  Association 
Petrdeum  Marketers  Association  of  America 
Power  Transmission  Representatives  Association 
Printing  industries  of  America,  inc. 
Professional  Plant  Growers  Assodation 
Retail  Bakers  of  America 
Small  Business  Coundl  of  America,  Inc. 
SMC/Pennsylvania  Small  Business 
Sodety  of  American  Rorists 
Specialty  Advertising  Association  interrtatlonal 
United  Bus  Owners  of  America 
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Thursday,  March  25,  1993. 

BUSINESS  COALITION  FOR  FAIR  COMPETITION 

WITNESS 
BILL  EDWARDS 

INTRODUCTION 

Mr.  ViscLOSKY  [presiding].  We  can  call  Mr.  Bill  Edwards  from 
the  Business  Coalition  for  Fair  Competition. 

Mr.  Edwards,  your  testimony  will  be  entered  into  the  record,  and 
feel  free  to  proceed. 

Mr.  Edwards.  Good  afternoon. 

Mr.  VisCLOSKY.  Good  afternoon. 

Statement  of  Wiluam  Edwards 

Mr.  Edwards.  On  behalf  of  my  partners,  I  want  to  thank  you  for 
the  opportunity  to  appear  today. 

My  name  is  William  Edwards.  I  am  Vice  Chairman  of  the 
Museum  Company.  I  am  here  to  speak  as  a  member  of  the  Busi- 
ness Coalition  and  for  a  Small  Company  whose  ability  to  grow  is 
handicapped  by  what  we  consider  unfair  competition  from  well- 
funded  nonprofit  institutions  who  are  exploiting  loopholes  in  the 
tax  laws  and  postal  rates.  I  second  the  testimony  of  John  Satagaj 
and  the  position  of  the  Postmaster  General. 

The  Museum  Company  operates  32  stores  in  major  shopping  cen- 
ters nationwide,  offering  the  best  in  museum  reproductions  from 
over  200  art  museums.  Major  merchandise  categories  include  jewel- 
ry, sculpture,  stationery,  stained  glass,  and  children's  educational 
gifts.  The  company  opened  its  first  store  in  November  1989,  and 
has  since  expanded  rapidly. 

If  you  know  stores  in  this  area,  we  have  stores  in  Pentagon  City, 
Tysons  Corner  and  Montgomery  Mall.  Since  the  Museum  Company 
went  into  business,  we  have  created  333  new  jobs  as  of  yesterday. 

In  addition,  we  have  spent  $13  million  on  the  construction  of  our 
32  stores,  creating  further  employment  in  the  construction  and 
store  fixture  industries. 

We  are  proud  of  our  commitment  to  the  cause  of  museums,  and 
we  feel  we  support  them  well.  We  maintain  corporate  memberships 
in  a  broad  selection  of  art  museums  and  contribute  a  significant 
portion  of  our  pre-tax  profits  to  them. 

In  addition,  we  purchase  most  of  our  merchandise  from  museums 
and  their  licensees,  providing  additional  revenue  for  museum  oper- 
ations. We  estimate  that  our  activities  currently  generate  at  least 
$1  million  annually  for  the  art  museums  represented  in  our  stores. 
It  is,  therefore,  ironic  that  we  must  raise  our  voice  in  protest  at  the 
abuse  of  taxpayer  support  by  the  commercial  activities  of  a  few 
large  institutions. 

Here  I  have  a  stack  of  some  catalogs  I  received  in  the  last  few 
months  which  are  indistinguishable  from  L.L.  Bean  or  Neiman 
Marcus.  Every  one  of  those  was  sent  to  me  with  the  help  of  the 
taxpayers'  dollars  by  a  nonprofit  institution,  and  every  one  of  them 
is  there  to  sell  merchandise  in  competition  with  my  stores. 


427 


These  catalogs  are  not  sent  out  to  educate  the  recipient  on  the 
merits  of  the  museum,  and  they  are  not  sent  out  to  in  any  way 
raise  funds  other  than  by  selUng  merchandise.  They  sell  the  same 
merchandise  items  we  are  attempting  to  offer  at  the  Museum  Com- 
pany stores  as  we  grow,  create  jobs  and  pay  taxes. 

We  consider  this  unfair  competition  because  these  mailers  are 
getting  help  from  the  taxpayer  through  reduced  mailing  costs  and 
the  exemption  from  income  taxes.  These  catalogs  were  able  to  un- 
dercut us  on  price  because  the  mail  orders  can  escape  the  true  cost 
of  doing  business,  which  includes  full  mailing  costs  and  income  tax. 
In  football  terminology,  they  have  the  wind  behind  them  all  four 
quarters  of  the  game. 

We  ask  that  Congress  address  this  loophole  in  the  postal  rate  by 
requiring  nonprofits  to  pay  the  same  postal  rate  to  distribute  mail 
order  merchandise  catalogs  as  that  paid  by  private  sector  compa- 
nies. The  purchase  of  such  catalogs  is  not  to  educate  or  inform;  it  is 
to  sell  merchandise  for  a  profit. 

Why  should  a  for-profit  retailer,  such  as  ourselves,  pay  more  to 
mail  a  catalog  than  a  nonprofit,  when  the  purpose  is  the  same:  To 
sell  merchandise? 

We  have  repeatedly  considered  launching  a  mail  order  catalog 
but  have  never  followed  through  due  to  its  questionable  profitabil- 
ity, given  the  high  mailing  costs.  A  Museum  Company  catalog 
would  be  forced  to  compete  head-to-head  with  numerous  nonprofit 
institutions  whose  full-fledged  mail  order  businesses  are  made  prof- 
itable in  no  small  part  by  their  access  to  preferred  postal  rates  for 
catalog  mailings,  as  well  as  their  exemption  from  the  corporate 
income  taxes  we  are  forced  to  pay. 

While  we  wholeheartedly  support  preferred  mailing  rates  for 
educational  materials  and  fund-raising  efforts  by  nonprofits, 
indeed,  I  moved  to  New  York  from  Minnesota  a  few  years  ago,  and 
I  am  an  active  supporter  of  the  Godfrey  Theater. 

Mr.  ViscLOSKY.  You  moved  from  New  York  to  Minnesota? 

Mr.  Edwards.  I  know.  We  all  make  mistakes  and  I  have  been  an 
active  supporter  of  the  Guthrie  Theater,  and  certainly  second  the 
remarks  of  Ed  Martenson.  I  do  think  there  is  a  big  difference  be- 
tween the  Guthrie  Theater  mailing  out  programmatic  material  list- 
ing the  sale  of  tickets  and  the  Guthrie  Theater  mailing  out  catalogs 
to  sell  merchandise,  which  they  do  not  do,  by  the  way,  to  my 
knowledge. 

I  feel  that  the  slick  merchandise  catalogs  don't  deserve  the  same 
support  from  taxpayers.  It  is  that  very  support  that  creates  the 
uneven  playing  field. 

It  is  one  thing  to  provide  a  lower  postal  rate  for  nonprofits  to 
send  out  fund  solicitations,  it  is  quite  another  to  help  them  send 
out  literally  millions  and  millions  of  slick  color  catalogs. 

It  is  one  thing  to  operate  a  store  and  museum  that  is  free  from 
income  taxes,  it  is  another  to  extend  the  same  privilege  to  a  store 
thousands  of  miles  from  a  museum  itself.  Slick  catalogs  and  fancy 
shopping  center  stores  do  not  reflect  the  museums'  commitment  to 
education. 

They  represent  a  cynical  exploitation  of  tax  laws  and  preferred 
postal  rates  which  were  designed  for  a  nobler  purpose. 

I  thank  you  for  your  time  and  attention. 
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Mr.  ViscLOSKY.  Mr.  Edwards,  I  appreciate  your  testimony  as  well 
as  your  perspective. 

Having  shopped  at  your  stores,  I  have  learned  at  least  one  thing 
today,  that  is,  you  don't  have  an  official  affiliation  with  a  museum. 

Mr.  Edwards.  We  try  to  make  that  clear  with  a  sign  at  the  front 
of  the  store  where  we  state  our  position. 

Mr.  ViscLOSKY.  Would  you  mind,  you  have  gone  to  the  trouble  of 
bringing  the  catalogs  with  you,  could  we  retain  those  in  our  files. 

Mr.  Edwards.  I  can  give  you  some  of  them.  Some  of  them  I 
promised  to  return  to  somebody  and  they  were  pretty  heavy  on  the 
train.  I  would  love  to  give  them  all  to  you  but  she  specifically 
asked  for  them  back. 

Mr.  ViscLOSKY.  It  is  your  discretion.  I  do  not  want  you  to  break  a 
promise. 

Thank  you. 

Mr.  Edwards.  Thank  you. 

Mr.  ViscLOSKY.  Thank  you  very  much. 

[Mr.  Edwards'  statement  follows:] 
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William  Edwards 
The  Museum  Company 

On  behalf  of  my  partners,  I  want  to  thank  you  for  the  opportunity  to  appear  here  today.   I 
am  William  Edwards,  Vice  Chairman  of  The  Museum  Company.    I  am  here  to  speak  as  a 
member  of  the  Business  Coalition  for  Fair  Competition  and  for  a  small  company  whose 
ability  to  grow  is  handicapped  by  unfair  competition  from  well  funded  nonprofit  institutions 
who  are  exploiting  loopholes  in  the  tax  laws  and  postal  rates.   I  second  the  testimony  of  John 
Satagaj  of  the  Small  Business  Legislative  Council  regarding  the  abuse  of  subsidized  mailings 
as  it  affects  my  own  company. 

The  Museum  Company  operates  32  stores  in  major  shopping  centers  nationwide,  offering  the 
best  in  authorized  reproductions  from  over  200  art  museums.   Major  merchandise  categories 
include  jewelry,  sculpture,  stationery,  stained  glass,  and  children's  educational  gifts.   The 
company  opened  its  first  store  in  November  1989  and  has  since  expanded  rapidly.   Since  The 
Museum  Company  went  into  business,  we  have  created  333  new  jobs.   In  addition,  we  have 
spent  $13  million  on  the  construction  of  our  32  stores,  creating  further  employment  in  the 
construction  and  store  fixture  industries. 

We  at  The  Museum  Company  are  proud  of  our  commitment  to  the  cause  of  museums.   We 
maintain  corporate  memberships  in  a  broad  selection  of  art  museums  and  contribute  a 
significant  portion  of  our  pretax  profits  to  museums.   In  addition,  we  purchase  most  of  our 
merchandise  from  museums  and  their  licensees,  thereby  providing  additional  revenue  for 
museum  operations.   We  estimate  that  our  activities  currently  generate  at  least  $1  million 
annually  for  the  museums  represented  in  our  stores.   It  is  therefore  ironic  that  we  must  raise 
our  voice  in  protest  at  the  abuse  of  taxpayer  support  by  the  commercial  activities  of  a  few 
large  institutions. 
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William  Edwards 
The  Museum  Company 

I  have  brought  with  me  today  a  stack  of  mail  order  catalogs  sent  out  in  the  past  year  by 
nonprofit  institutions,  principally  museums  and  public  broadcasting  stations.    These  catalogs 
were  mailed  out  with  the  help  of  my  own  tax  dollars  not  to  educate  the  recipient  on  the 
merits  of  a  museum  or  public  radio  station,  but  simply  to  offer  the  same  merchandise  items 
we're  attempting  to  sell  in  The  Museum  Company's  stores  as  we  grow,  create  jobs,  and  pay 
taxes.    This  is  unfair  competition,  because  the  mailers  are  getting  help  from  the  taxpayers 
through  reduced  mailing  cost  and  the  exemption  from  income  taxes.    These  catalogs  are  able 
to  undercut  us  on  price  because  the  mailers  can  escape  the  true  costs  of  doing  business, 
which  include  full  mailing  costs  and  income  tax.   In  football  terminology,  they  have  the  wind 
behind  them  all  four  quarters  of  the  game. 

We  ask  that  Congress  address  two  loopholes  in  the  postal  and  tax  laws: 

1)  Require  nonprofit  institutions  to  pay  the  same  postal  rate  to  distribute  mail 
order  merchandise  catalogs  as  that  paid  by  private  sector  companies.   The 
purpose  of  such  catalogs  is  not  to  educate  or  inform  the  public;  short  and 
simple,  it  is  to  sell  merchandise  for  a  profit.  There  is  no  discemable 
difference  between  a  Horchow's  catalog  and  one  from  the  a  major  art 
museum;  why  should  the  private  sector  retailer  have  to  pay  more  to  subsidize 
his  competitor? 

2)  Require  nonprofit  institutions  such  as  museums  to  pay  Unrelated  Business 
Income  Tax  (UBIT)  on  the  profits  generated  from  sales  through  stores 
operated  outside  the  walls  of  the  institution.   As  a  private  sector  company,  we 
are  must  factor  taxes  into  our  profit  formula;  we  don't  understand  why  a  New 
York  museum  like  the  Metropolitan  is  allowed  to  operate  shopping  center 
stores  as  far  afield  as  California  and  Texas  on  a  tax-firee  basis,  allowing  them 
to  outbid  us  for  leases  because  they  don't  have  to  pay  income  tax  on  their 
profits. 
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William  Edwards 
The  Museum  Company 


We  have  repeatedly  considered  launching  a  mail  order  catalog  but  have  never  followed 
through  due  to  its  questionable  profitability  given  the  high  mailing  costs.    A  Museum 
Company  catalog  would  be  forced  to  compete  head-to-head  with  numerous  nonprofit 
institutions  whose  fiill-fledged  mail  order  businesses  are  made  profitable  in  no  small  part  by 
their  access  to  preferred  postal  rates  for  catalog  mailings  as  well  as  their  exemption  from  the 
corporate  income  taxes  we  are  forced  to  pay.  While  we  wholeheartedly  support  preferred 
mailing  rates  for  educational  materials  and  fund-raising  efforts  by  nonprofits,  we  don't  think 
that  slick  merchandise  catalogs  deserve  the  same  support  from  the  taxpayers;  indeed,  it  is 
tfuu  very  support  which  creates  an  uneven  playing  field. 

It  is  one  thing  to  provide  a  lower  postal  rate  for  nonprofits  to  send  fund  solicitations  or 
informational  mailings  to  their  members  and  supporters;  it  is  quite  another  to  help  them  to 
send  out  millions  of  slick  color  catalogs  whose  sole  purpose  is  to  peddle  merchandise.    It  is 
one  thing  to  allow  a  museum  to  operate  a  shop  free  from  income  taxes;  it  is  quite  another  to 
extend  the  same  tax  break  to  a  store  thousands  of  miles  from  the  museum  itself.   Slick 
catalogs  and  fancy  shopping  center  stores  do  not  reflect  a  museum's  commitment  to 
education;  they  rq)resent  a  cynical  exploitation  of  tax  laws  and  preferred  postal  rates  which 
were  designed  for  a  nobler  purpose. 

Thank  you  for  your  time  and  attention. 
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Thursday,  March  25,  1993. 
MAILERS  COUNCIL 

WITNESS 
ART  SACKLER 

INTRODUCTION 

Mr.  ViscLOSKY  [presiding].  I  would  like  to  call  Mr.  Art  Sackler 
from  the  Mailers  Council,  please. 
Mr.  Sackler,  welcome. 
Your  statement  will  be  entered  into  the  record. 

Statement  of  Art  Sackler 

Mr.  Sackler.  Thank  you,  Mr.  Visclosky. 

I  appreciate  the  opportunity  to  appear  before  you  today  on  behalf 
of  the  Mailers  Council  and  address  this  rather  difficult  issue. 

The  Mailers  Council  is  a  coalition  of  59  trade  associations  and 
corporations  cumulatively  representing  more  than  23,000  compa- 
nies, 2  million  employees  and  accounting  for  a  very  large  portion  of 
the  mail  stream.  We  are  in  every  class  of  mail  and  we  unite  on 
issues  that  confront  the  system  as  a  whole,  as  this  does. 

This  is  a  year  when  the  numbers  involved  for  revenue  foregone 
become  very  serious.  If  the  President's  proposed  funding  is  adopted, 
the  Postal  Service  will  face  a  revenue  foregone  deficit  of  $1.8  bil- 
lion over  the  next  four  years.  Simply  tapping  the  Service  and  its 
customer  to  fill  that  void,  such  as  was  done  last  year,  is  not  a 
viable  option  economically  or  equitably.  The  $1.8  billion  by  itself 
will  virtually  guarantee  a  rate  increase. 

The  system  cries  out  for  reform,  with  some  400,000  organizations 
now  annually  receiving  preferred  rates  and  more  to  come.  The 
Motor  Voter  and  Campaign  Finance  Reform  legislation  could  be 
the  tip  of  the  iceberg  of  a  whole  new  generation  for  preferred-rate 
mailers.  We  join  with  you  in  trying  to  find  another  solution  to  this 
problem. 

Now,  the  Council's  fundamental  position  is  that  the  revenue  fore- 
gone appropriation  should  be  fully  funded.  The  good  work  done  by 
many  of  the  organizations  qualifying  for  preferred  rates  certainly 
deserve  all  of  our  support  and  they  do  have  it  from  the  Council.  It 
is  the  principle  that  drove  public  funding  revenue  foregone  in  the 
first  place.  But  if  the  funding  is  not  there,  we  believe  the  Postal 
Service  should  be  allowed  to  raise  the  rates  as  the  Postal  Reorgani- 
zation Act  has  provided. 

Although,  we  don't  take  raising  preferred  rates  lightly,  we  be- 
lieve the  equities  principles  of  postal  ratemaking  embodied  in  the 
PRA  and  the  future  stability  of  the  Service  all  demand  that  ap- 
proach. 

Having  said  that,  however,  the  council  recognizes  the  reality  of  a 
much  lower  level  of  appropriations.  We  believe  the  minimum  you 
should  do  is  appropriate  funding  requested  by  President  Clinton 
and  not  include  a  provision  that  overrides  raising  preferred  rates. 

The  inevitable  result  of  simply  adopting  the  President's  proposal 
and  freezing  nonprofit  rates  is  an  early  rate  increase.  An  early  rate 
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increase  is  a  particularly  bad  idea  now  because  it  will  simply  undo 
the  good  that  the  Postmaster  General  has  been  able  to  achieve  in 
his  restructuring  program.  And  paradoxically  among  other  things, 
imperil  jobs. 

As  you  know,  the  Deficit  Reduction  Plan  has  as  a  major  goal,  the 
creation  of  jobs,  and  with  a  reduction  in-transfer,  excuse  me,  of  rev- 
enue foregone  for  the  Postal  Service  and  a  rate  increase,  that  will 
imperil  jobs  in  the  Postal  Service,  it  will  imperil  jobs  in  the  mailing 
community. 

There  is  a  more  credible  threat  of  cost-driven  flight  from  the 
mails  than  ever  before.  Faxes  are  exploding,  with  our  outdated  sta- 
tistics in  our  written  statement,  no  doubt,  includes  at  both  the 
home  and  the  office.  Telemarketing  continues  to  boom.  Alternative 
hard-copy  delivery  sources  are  increasing,  current  cable  television 
sales  channels  are  growing  dramatically,  electronic  mail  users  are 
mushrooming.  The  list  goes  on  and  on. 

It  is  not  just  a  matter  of  the  cold  reality  facing  USPS  and  its  em- 
ployees. It  is  a  matter  of  what  is  fair  and  what  is  right. 

The  American  people,  through  Congress,  long  ago  agreed  to  sub- 
sidize nonprofit  mailers  out  of  the  Treasury.  By  shifting  these  costs 
of  nonprofit  mailers  to  Postal  customers  generally,  the  Congress 
impels  a  contribution  from  these  contributions  to  all  of  the  non- 
profit organizations,  whether  or  not  those  mailers  choose  to  sup- 
port those  organizations  and  whether  or  not  the  mailers  have  al- 
ready made  a  voluntary  contribution  to  charitable  organizations. 

While  we  haven't  done  a  survey,  the  Council  believes  it  is  safe  to 
suggest  that  its  members  contribute  many,  many  millions  of  dol- 
lars annually  to  charitable  and  other  worthy  organizations.  It  is 
simply  unfair  to  require  an  additional  payment. 

Nevertheless,  we  acknowledge  the  dilemma  in  which  Congress 
finds  itself  and  we  are  not  unsympathetic  to  the  impact  of  a  large 
rate  increase  on  nonprofit  organizations.  The  Council  believes  the 
Postal  Service  has  offered  a  proposal  that  shares  the  pain.  Its  bene- 
fits are  that  it  would  ensure  no  rate  increase  from  the  loss  of  the 
appropriation,  remain  faithful  to  the  principle  that  each  class  of 
mail  carry  its  own  cost,  and  of  course,  be  fair. 

Any  revenue  foregone  proposal  must  start,  as  USPS'  does,  with 
reduction  in  eligibility.  The  current  number  of  permits  does  exceed 
400,000,  as  I  mentioned  before.  Some  choices  must  be  made  and  the 
Service's  represent  a  good  faith,  credible  effort  by  a  party  able  to 
choose  among  preferred-rate  mailers  with  no  bias. 

A  period  of  phasing-in  allows  the  remaining  preferred-rate  mail- 
ers to  prepare  for  the  loss  of  the  subsidy.  Together,  however,  these 
do  represent  pain  for  the  nonprofit  mailing  community;  there  is 
that,  and  we  sympathize  with  it. 

There  is  also  some  pain  for  the  Congress.  Under  this  plan,  a  rev- 
enue foregone  appropriation  is  contemplated  for  30  years  to  retire 
transition  costs  of  about  $870  million. 

Finally,  the  customers  of  the  Service  already  had  and  will  contin- 
ue to  bear  more  of  the  pain.  Postal  customers  have  already  ab- 
sorbed $3  billion  in  extra  postage  costs  since  1988  because  of  the 
equal  markup  rule. 

In  other  words,  we  believe  that  the  Postal  Service  proposal  repre- 
sents a  true  shared  pain  solution.  We  commend  it  for  serious  con- 
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sideration  by  you  and  your  colleagues,  Mr.  Visclosky,  and  are  pre- 
pared to  fully  participate  in  any  discussion  on  resolving  the  reve- 
nue foregone  issue  permanently. 

Thank  you,  and  I  would  be  happy  to  respond  to  any  questions 
you  might  have. 

Mr.  Visclosky.  Mr.  Sackler,  I  appreciate  your  testimony  and  the 
detail  of  it  as  well  as  your  summary  and  I  would  certainly  like  to 
stay  in  touch  with  you. 

Mr.  Sackler.  Thank  very  much. 

[Mr.  Sackler's  statement  follows:] 
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The  Mailers  Council  believes  that  this  Is  the 
year  that  a  permanent  solution  must  be  found  for  the 
revenue  forgone  question.   With  400,000  —  and 
counting  —  preferred  rate  mailers,  and  a  likely 
four-year  deficit  of  $1.8  billion.  Implying  a  nearly 
Inevitable  rate  Increase,  the  Council  Is  prepared  to 
participate  In  efforts  prompted  by  the  Congress  to 
address  the  problem  comprehensively. 

The  Council  commends  a  proposal  by  the  Postal 
Service  to  the  attention  of  the  Subcommittee.   The 
USPS  proposal  "shares  the  pain"  eimong  the  nonprofit 
community.  Congress  and  mailers: 

o    Eligibility  criteria  would  be  tightened  In 
a  realistic,  unbiased  way. 

o    The  nonprofit  organizations  would  be 

phased  up  to  their  full  rates,  which  still 
would  be  lower  than  the  comparable 
commercial  rates. 

o    The  Congress  would  fund  the  30-year 
amortization  of  the  rather  steep 
transition  costs  of  this  proposal. 

o    Mailers,  who  have  already  absorbed  more 
than  $3  billion  in  additional  postage 
since  the  adoption  of  the  "equal  mark  up" 
rule  would  absorb  still  more  costs. 

The  Council  urges  serious  exploration  of  the 
Postal  Service  proposal  as  one  that  would  resolve 
the  problem  equitably,  remain  faithful  to 
fundamental  principles  of  postal  ratemaklng  and 
avoid  causing  another  rate  increase  with  its 
attendant  adverse  consequences  for  the  postal 
system. 
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TESTIMONY  OF 

ARTHUR  B.  SACKLER 

on  behalf  of  the 

MAILERS  COUNCIL 

before  the 

SUBCOMMITTEE  ON  TREASURY,  POSTAL  SERVICE  AND  GENERAL  GOVERNMENT 

COMMITTEE  ON  APPROPRIATIONS 

U.  S.  HOUSE  OF  REPRESENTATIVES 

March  25,  1993 

Good  afternoon,  Mr.  Chairman.   The  Mailers  Council  is 
pleased  to  have  the  opportunity  to  appear  before  you  today  to 
address  the  issue  of  funding  for  the  postal  rates  charged  to  non- 
profit mailers,  the  "revenue  forgone"  appropriation.   My  name  is 
Arthur  B.  Sackler  and  I  am  Managing  Director  of  the  Council. 

This  is  the  year  when  the  numbers  involved  for  revenue 
forgone  become  very  serious.   If  President  Clinton's  proposed 
funding  is  adopted,  the  Postal  Service  will  face  a  revenue 
forgone  deficit  of  $1.8  billion  over  the  next  four  years,   simply 
tapping  the  Service  and  its  customers  to  fill  that  void,  such  as 
was  done  for  FY  '93,  is  not  a  viable  option  economically  or 
equitably.   The  $1.8  billion  by  itself  will  virtually  guarantee  a 
rate  increase,  let  alone  in  combination  with  the  $1  billion  plus 
in  proposed  interest  on  postal  retiree  health  care  premium 
payments.   Moreover,  over  the  past  five  years,  postal  customers 
have  already  contributed  in  excess  of  $3  billion  to  defray  the 
costs  of  non-profit  mailing. 

The  system  cries  out  for  reform,  with  some  400,000 
organizations  now  annually  receiving  "preferred"  rates  and  more 
to  comet   the  Motor  Voter  and  Campaign  Finance  Reform  Act 
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mandates  could  be  the  tip  of  the  iceberg  of  .a  whole  new 
generation  of  preferred  rate  mailers.   Moreover,  based  on  FY  '93 
cost  shifting  to  other  mailers,  those  mailers  have  no  incentive 
to  create  the  most  accurate,  non-redundant,  targeted  mailings. 
And  even  the  President's  proposal  states  that:   "This  postal 
subsidy  is  an  inefficient  means  of  supporting  charitable  and  non- 
profit organizations,  particularly  compared  to  the  support 
provided  by  the  tax  deduction  allowed  for  charitable 
contributions . " 

Another  solution  must  be  found. 

The  Council  is  a  coalition  of  59  organizations  deeply 
concerned  about  postal  affairs.   Its  member  companies  and  trade 
associations,  with  a  range  of  interests  that  includes  every 
postal  class  and  subclass,  estimate  they  collectively  account  for 
as  much  as  75%  of  the  mailstream.   The  organizations  together 
employ  more  than  2  million  people  and  represent  more  than  23,000 
companies,  large  and  small.   Council  members  have  an  enormous 
stake  in  the  system  for  delivery  of  products,  publications, 
business  correspondence,  payments  and  receipts,  promotions  and 
more.   The  Council  strongly  supports  a  robust,  healthy,  and 
efficient  Postal  Service. 

The  Council's  View 

The  Council's  fundamental  position  is  that  the  revenue 
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forgone  appropriation  should  be  fully  funded.   The  good  works 
done  by  many  of  the  organizations  qualifying  for  preferred  rates 
deserve  all  of  our  support.   It  is  indeed  the  principle  that 
drove  public  funding  of  revenue  forgone  in  the  first  place. 
However,  to  the  extent  public  funding  is  not  available,  the 
Postal  Service  should  retain  full  authority  to  exercise  its 
discretion  under  39  USC  Sec.  3627  to  raise  the  subsidized  rates. 
Although  we  do  not  take  raising  preferred  rates  lightly,  we 
believe  the  equities,  principles  of  postal  ratemaking  embodied  in 
the  Postal  Reorganization  Act,  and  the  future  stability  of  the 
Postal  Service  all  demand  that  approach. 

Having  said  that,  however,  the  Council  recognizes  the 
reality  of  a  much  lower  level  of  appropriations.   We  urge  you  to 
scrutinize  the  funding  for  all  of  the  programs  within  your 
jurisdiction,  so  that  you  might  identify  and  provide  the  largest 
possible  amount  of  funding  for  revenue  forgone.   However,  we 
believe  the  absolute  minimum  you  should  do  is  to  appropriate  the 
funding  requested  by  President  Clinton  (presuming  it  is  at  least 
the  $92  million  for  FY  '94  discussed  in  several  quarters)  and  not 
include  a  provision  that  overrides  the  operation  of  Section  3627 
of  Title  39.   Rather,  we  encourage  your  intent  to  work  with  the 
authorizing  committee  and  its  chairman  Bill  Clay,  as  well  as 
interested  parties,  in  arriving  at  a  permanent  solution. 

The  Consequences  of  the  President's  Proposal  are  Quite  Troubling 
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The  inevitable  result  of  simply  adopting  the  President's 
proposal  and  freezing  nonprofit  rates  is  an  early  rate  increase. 
An  early  rate  increase  is  a  particularly  bad  idea  now  because  it 
will  simply  undo  the  good  that  the  Postmaster  General  has  been 
able  to  achieve  in  his  restructuring  program.   The  principal  aims 
of  that  program  were  to  cut  costs  and  stabilize  rates,  improve 
competitiveness  and  regain  business  confidence.   Transferring 
revenue  forgone  funding  to  USPS  will  frustrate  all  these  goals 
and,  quite  possibly,  damage  the  institution  and  imperil  the  job 
security  of  many  of  its  employees. 

This  is  because  there  is  a  more  credible  threat  of  cost- 
driven  flight  from  the  mails  than  ever  before.   Many,  if  not  all, 
of  the  following  alternatives  to  the  postal  system  have  developed 
or  are  developing,  anyway.   But  a  new  USPS  rate  disadvantage 
would  substantially  enhance  their  competitiveness: 

o    Faxes  are  exploding.   A  study  released  in  January  of 
this  year  noted  that,  in  1991,  2  million  U.S.  offices 
faxed  30  billion  pages  of  information,  largely  at  the 
expense  of  First  Class  and  Express  Mail.   The  study 
stated  that  nearly  2  0  million  fax  machines  were  in 
operation  around  the  world  in  1991,  with  growth  of  15% 
per  year.   And,  as  fax  and  telephone  service  prices 
continue  to  come  down,  that  pace  of  growth  of  fax 
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purchases  and  usage  will  only  escalate.' 

Telemarketing  continues  to  boom.   In  1993, 
telemarketing  sales  are  projected  to  grow  14%  over 
1992,  to  $364.5  billion.   Even  in  the  absence  of 
another  postal  rate  increase,  they  are  projected  to 
grow  to  nearly  $450  billion  in  1995.^ 

Alternative  hard  copy  delivery  sources  are  increasing, 
with  some  85  million  copies  of  magazines  and  catalogues 
now  being  delivered  outside  the  mail  that  were  not  as 
recently  as  1990. 

Current  cable  television  sales  channels  are  growing 
dramatically.   In  fact,  QVC  and  Home  Shopping  Network 
reportedly  may  merge  this  year,  creating  a  $2  billion 
business.^ 

Electronic  mail  users  have  mushroomed  from  670,000  in 
1983  to  more  than  25  million  in  1992.* 


'McKenzie,  Richard  B.  "The  Economy  of  Faxing:  A  Technological 
Threat  to  the  Mail  Monopoly,"  Center  for  the  Study  of  American 
Business,  January,  1993,  at  6,  15. 

^he  1991/1992  Guide  to  Telemarketing,  Marketing  Logistics, 
Inc. ,  1992,  at  III-IO. 

Vail  Street  Journal.  March  15,  1993,  at  p.  C2 . 

^Electronic  Mail  and  Microsystems,  January,  1993,  at  p.  1. 
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o    New,  truly  interactive  and  user  friendly  electronic 

communications,  some  with  literally  limitless  choice, 
planned  by  a  variety  of  cable  and  telephone  companies, 
threaten  the  Postal  Service  franchise  on  catalogues  and 
other  advertising  mail. 

This  does  not  count  alternatives  such  as  Federal  Express,  United 
Parcel  Service  and  others  which  have  long  since  dominated 
discrete  segments  of  the  mailstream.   The  sharks  are  circling  and 
they  smell  blood. 

But  it  is  not  just  a  matter  of  the  cold  reality  facing  USPS 
and  its  employees.   It  is  a  matter  of  what's  fair  and  what's 
right.   The  American  people,  through  the  Congress,  long  ago 
agreed  to  subsidize  non-profit  mailers  out  of  the  Treasury.   That 
agreement  was  memorialized  in  the  Postal  Reorganization  Act  and 
appears  at  Sees.  2401(c)  and  3626  of  Title  39,  backed  up  by  Sec. 
3627,  where  Congress  clearly  recognized  that  the  Service  and  its 
customers  should  not  fund  any  shortfall  in  that  subsidy. 

By  shifting  these  costs  of  the  non-profit  mailers  to  Postal 
Service  customers,  the  Congress  compels  a  contribution  from  those 
customers  to  all  of  the  non-profit  organizations,  whether  or  not 
those  mailers  choose  to  support  those  organizations  and  whether 
or  not  the  mailers  have  already  made  voluntary  contributions  to 
charitable  organizations.   While  we  have  not  done  a  survey,  the 
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Council  believes  it  to  be  safe  to  suggest  that  its  members 
contribute  many,  many  millions  of  dollars  annually  to  charitable 
and  other  worthy  organizations.   It  is  simply  unfair  to  require 
an  additional  payment.   It  also  —  because  it  would  be 
involuntary  —  would  amount  to  a  tax,  a  "stamp  tax"  hidden  as  a 
postal  rate  increase. 

Nonetheless,  we  acknowledge  the  dilemma  in  which  the 
Congress  finds  itself.   The  funds  are  not  there.   The  non-profit 
organizations  are  telling  you  their  fundraising  and  good  works 
would  be  jeopardized,  and  that  some  simply  could  not  survive  the 
size  of  the  postal  rate  increases  the  loss  of  their  subsidies 
would  entail. 

We  certainly  are  not  unsympathetic  to  the  impact  of  a  large 
rate  increase  upon  the  nonprofit  organizations.   However,  we 
rather  suspect  that  many  in  the  non-profit  community  could  clean 
their  lists  and  better  target  their  mailings  to  make  more 
efficient  use  of  the  mail  and  cushion  any  impact  from  a  rate 
increase.   The  business  mailing  community  has  certainly  had  to  do 
that  in  the  face  of  two  massive,  recent  rate  increases. 

The  USPS  Proposal 

As  you  and  a  number  of  your  colleagues  have  advised  us,  you 
are  determined  to  reach  a  permanent  solution  this  year  on  a 
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"shared  pain"  basis.   The  Council  believes  the  Postal  Service  has 
offered  a  proposal  that  shares  the  pain.   Its  elements  include 
reducing  eligibility  for  the  preferred  rates,  a  three-year  phase- 
in  to  full,  unsubsidized  rates  for  those  retaining  eligibility, 
and  the  retirement  of  the  revenue  forgone  deficit  over  an 
amortization  period  of  30  years. 

Its  benefits  are  that  it  would  ensure  no  rate  increase  from 
the  loss  of  the  appropriation;  remain  faithful  to  the  principle 
that  each  class  of  mail  carry  its  own  costs  and,  of  course,  be 
fair. 

Any  revenue  forgone  reform  proposal  must  start  with 
reduction  in  eligibility.   The  number  of  mouths  to  feed  —  now 
some  400,000  according  to  USPS  —  has  simply  exceeded  the 
available  food  supply.   As  the  President's  proposal  notes: 
"[L]oopholes  exist  that  allow  some  mailers  to  take  advantage  of 
this  system;  for  example,  certain  special  interest  lobbying 
groups  can  mail  at  reduced  rates." 

Thus,  some  choices  must  be  made  and  the  Postal  Service's 
represent  a  good  faith,  credible  effort  by  a  party  able  to  choose 
among  preferred  rate  mailers  with  no  bias.   In  any  event,  the 
USPS  proposal  retains  eligibility  for  the  core  of  the  non-profits 
and  the  means  for  achieving  their  missions:   solicitations  of 
contributions . 


445 


-10- 

A  period  of  phasing-in  allows  the  remaining  preferred  rate 
mailers  to  prepare  for  the  loss  of  the  subsidy.   Even  so,  their 
full  rates  will  remain  below,  and  in  some  cases,  substantially 
below,  the  equivalent  commercial  rate.   See  attached  chart 
prepared  by  USPS. 

Together,  however,  these  do  represent  pain  to  the  non-profit 
mailing  community. 

There  is  also  some  pain  for  the  Congress.   Under  this  plan, 
a  revenue  forgone  appropriation  is  contemplated  for  3  0  years  to 
retire  transition  costs  of  $871  million.   As  resources  continue 
to  be  tight,  and  perhaps  become  even  tighter,  the  Congress  will 
find  it  difficult  and  painful  to  protect  this  appropriation. 

Finally,  the  customers  of  the  Postal  Service  already  have 
and  will  continue  to  bear  more  of  the  pain.   Postal  customers,  as 
discussed  below,  have  absorbed  $3  billion  in  extra  postage  costs 
since  1988  because  of  the  "equal  markup"  rule.   This  does  not 
include  a  virtually  certain  sixth  installment  of  $600  million  in 
FY  '93.   And  even  under  the  Postal  Service  proposal,  additional 
absorption  will  occur  until  the  rates  are  phased  up  to  their  full 
non-subsidized  levels.   The  result  is  pain  absorbed  by  the 
mailing  community. 

In  other  words,  Mr.  Chairman,  we  believe  that  the  Postal 
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Service  proposal  represents  a  true  shared  pain  solution.   We 
commend  it  for  serious  consideration  by  you  and  your  colleagues, 
and  will  to  Chairman  Clay  and  his  colleagues  on  the  Post  Office 
and  Civil  Service  Committee. 

Response  to  Assertion  of  the  Nonprofit  Mailers  Federation 

Before  concluding  this  testimony,  the  Council  feels 
compelled  to  offer  a  response  to  the  astonishing  assertion  made 
by  the  Nonprofit  Mailers  Federation  before  you  in  testimony  on 
February  4.   In  a  nutshell,  the  Federation  claimed  that  rather 
than  postal  customers  generally  cross-subsidizing  non-profits, 
that  non-profits  actually  have  been  "overcharged"  and  cross- 
subsidizing  everyone  else. 

First,  there  is  no  question  but  that  under  both  the  orginal 
Postal  Reorganization  Act  and  its  amendment  in  1986  for  an  "equal 
markup,"  the  Service  and  the  Postal  Rate  Commission  have  had  no 
discretion  with  respect  to  the  markup.   Under  the  terms  of  Sees. 
2401(c)  and  3626  (both  pre-  and  post-equal  markup),  the  revenue 
forgone  appropriation  was  intended  to  fund  the  difference  between 
the  nonprofits'  attributable  costs  and  a  target  mandated  by  law: 
full  commercial  rates  and,  later,  the  percentage  markup  of  the 
nearest  corresponding  commercial  mail  category.   There  was  no 
legal  leeway  to  cut  those  targets. 
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Second,  there  is  always  an  economic  argument  to  be  made  by 
any  group  of  mailers  that  they  are  unduly  contributing  to  USPS 
overhead.   In  this,  the  Federation  joins  nearly  every  other 
category  of  other  mail  users  who  have  the  same  complaint. 

Third,  the  Federation  asserted  its  attributable  costs  are 
overstated  because  they  exceed  the  "direct  cost"  to  move  their 
mail.   It  bears  recalling  here  that  the  Act  generally  (Sec. 
3622(b)(3))  mandates  that  "indirect"  as  well  as  "direct"  costs  be 
included  in  the  calculation  of  what  is  attributable.   And  it 
specifically  imposes  that  requirement  on  preferred  rate  mailers 
in  Sec.  3626(a) (2) . 

In  the  end,  it  comes  down  to  the  policy  choices  Congress 
makes  in  the  face  of  what  is  equitable.   Since  equal  markup  took 
effect  in  1988,  the  Postal  Service  estimates  that  the  mailing 
community  has  paid  $3  billion,  or  $600  million  per  year,  more  in 
postage  than  they  would  have  under  the  original  Act.   If  "sharing 
pain"  is  the  standard,  postal  customers  have  already  been 
suffering. 

Conclusion 

Mr.  Chairman,  the  Mailers  Council  reiterates  its  interest 
and  preparedness  to  fully  participate  in  the  effort  to  resolve 
the  revenue  forgone  matter  permanently.   We  believe  the  Postal 
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Service  proposal  is  a  good  example  of  a  shared  pain  solution  that 
would  avoid  a  general  rate  increase,  and  the  serious  system-wide 
consequences  that  would  flow  from  it.   We  urge  its  serious 
exploration. 

Thank  you  and  I  would  be  happy  to  respond  to  any  questions 
you  might  have. 
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PRELIMINARY  PREFERRED  PRICE  LEVEL  APPROXIMATIONS  (IN  CENTS) 

FY  1994 

Class  of  Service 
Second-Class  Publications 

Current 
Rates 

Unsubsidized 
Rates  /I 

Commercial 
Rates 
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7.0 

9.0 

1^6 

Nonprofit 
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23.3 
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/1  Rates  wfiich  reflect  the  handling 

costs  and  full  share  of  overhead  costs. 
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Thursday,  March  25,  1993. 
THE  UNION  MEMORIAL  HOSPITAL 

WITNESS 
DR.  E.F.  SHAW  WILGIS 

INTRODUCTION 

Mr.  VisCLOSKY  [presiding].  I  would  like  to  call  Dr.  E.F.  Shaw 
Wilgis  of  the  Union  Memorial  Hospital,  please. 

Dr.  Wilgis,  welcome. 

Dr.  Wilgis.  We  have  submitted  some  written  testimony,  which 
we  would  like  included  if  possible. 

Mr.  ViscLOSKY.  That  would  be  fine. 

Thank  you  very  much  and  you  may  proceed. 

Statement  of  Dr.  Wilgis 

Mr.  Wilgis.  Thank  you,  sir. 

Mr.  Chairman,  I  am  Dr.  Shaw  Wilgis,  Director  of  the  Raymond 
Curtis  Hand  Center  at  the  Union  Memorial  Hospital.  I  appreciate 
the  opportunity  to  speak  with  you  today  about  an  innovative  pro- 
posal that  will  provide  leadership  and  direction  in  the  care  of  mil- 
lions of  individuals  afflicted  with  hand-  and  upper-extremity  disor- 
ders and  injuries. 

One-third  of  all  injuries  to  the  body  involve  the  hand  and  upper 
extremities.  This  group  includes  significant  numbers  of  Federal  em- 
ployees, particularly  postal  workers,  who  suffer  from  repetitive 
motion  disorders. 

The  Curtis  Hand  Center  at  Union  Memorial  Hospital  is  propos- 
ing to  establish  a  National  Center  for  Surgery  of  the  Hand  and 
Upper  Extremity.  The  mission  of  the  center  will  be  the  initiation  of 
clinical  guidelines  for  treatment,  collection  of  data  for  labor,  indus- 
try and  government,  and  leadership  for  training  and  research  in 
the  field  of  hand-  and  upper-extremity  surgery. 

For  150  years,  the  hospital  has  had  a  proud  and  distinguished 
record  of  service  and  outreach  to  the  community  as  well  as  partici- 
pating in  a  series  of  partnerships  with  the  Federal  Government, 
the  State  of  Maryland  and  the  greater  Baltimore  community. 

In  an  era  of  tight  budgets,  perhaps  the  best  evidence  of  our  serv- 
ice to  the  community  is  the  cost-effectiveness  of  our  care.  In  1992, 
the  average  patient  cost  at  Union  Memorial  Hospital  admitted  for 
hand  surgery  was  $2,261,  while  the  average  cost  for  all  other  hospi- 
tals in  Maryland  was  $3,968,  about  45  percent. 

The  development  of  the  Hand  Center  can  be  traced  back  to 
World  War  II  when  Dr.  Curtis,  a  top  Army  hand  surgeon,  was  ex- 
posed to  state-of-the-art  medical  techniques  during  the  war  and  re- 
turned to  Union  Memorial  to  found  the  Hand  Center.  As  the  Hand 
Center  developed  and  gained  national  prominence,  he  maintained 
his  ties  to  the  Army  Medical  Corps  where  his  training  in  hand  sur- 
gery had  begun. 

As  an  expression  of  commitment  to  both  the  military  and  the 
field  of  hand  surgery,  the  Curtis  Hand  Center  has  trained  every 
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Army  hand  surgeon  since  World  War  II  at  no  expense  to  the  Feder- 
al Government. 

The  surgical  unit,  which  is  the  regional  referral  center  for  the 
State  of  Maryland,  treats  about  3,000  upper-extremity  surgical  pro- 
cedures a  year,  including  over  300  Federal  employees  last  year.  The 
vast  majority  of  which  are  postal  workers  plagued  with  the  repeti- 
tive motion  of  carpel  tunnel  injuries. 

The  research  laboratory,  and  their  comprehensive  rehabilitation 
unit  which  is  staffed  by  a  number  of  hand  therapists,  two  industri- 
al specialists  that  work,  adjustment  specialists,  psychiatric  social 
worker.  This  unit  handles  over  30,000  patient  visits  a  year.  This 
multi-disciplinary  approach  to  the  treatment  of  the  hand  and 
upper  extremity  is  a  cornerstone  upon  which  this  new  center  will 
be  founded. 

Not  only  does  this  approach  give  the  best  total  care,  but  it  will 
allow  for  the  collection  of  full  treatment  data  that  can  be  dissemi- 
nated throughout  the  country.  The  creation  of  a  National  Center 
for  Hand  and  Upper  Extremity  problems  at  the  Union  Memorial 
Hospital  has  the  support  of  top  research  and  surgical  programs 
across  the  country,  including  the  Mayo  Clinic,  the  Cleveland  Clinic, 
the  Stanford  University  Medical  Center. 

Most  importantly,  will  be  a  cost-effective  treatment  resource  that 
can  be  replicated  both  regionally  and  nationally.  Members  of  the 
Hand  Center's  staff,  and  particularly  our  work  rehab  technicians, 
consult  with  companies,  factories  and  work  sites  in  an  attempt  to 
reduce  the  incidence  and  cost  to  the  employer  of  work-related  hand 
and  upper-extremity  injuries,  such  as  repetitive  motion  or  carpal 
tunnel  syndrome. 

The  new  Center  will  allow  this  program  to  be  expanded  to  addi- 
tional businesses  throughout  our  region  and  the  country.  We  would 
also  welcome  the  opportunity  to  assist  Federal  agencies  to  reduce 
the  incidence  of  worker  injuries,  such  as  repetitive  motion  disor- 
ders. 

The  National  Center  will  train  hand  therapists  and  expand  upon 
its  current  physician  training  capabilities,  including  its  work  with 
the  Armed  Services,  regional  hospitals  and  universities,  and  our 
foreign  hand  specialists  who  come  here  to  train.  The  bottom  line  is 
that  we  will  have  the  capability  to  train  and  retrain  people  for 
jobs. 

At  the  core  of  the  Center's  work,  there  will  be  basic  research  in 
the  future  of  the  Hand  Center.  It  will  be  the  vanguard  of  research 
in  nerve  regeneration,  carpal  tunnel  syndrome  and  prosthetic  de- 
vices. 

I  can't  emphasize  enough  the  importance  of  this  particular  area, 
because  carpal  tunnel  syndrome  is  the  fastest-growing  epidemic  in 
hand  surgery.  The  cost  of  this  entity  runs  into  the  hundreds  of  mil- 
lions of  dollars,  a  substantial  portion  of  which  is  currently  covered 
by  worker's  compensation. 

The  volume  of  patients  that  the  new  Center  will  be  able  to  sus- 
tain will  allow  for  careful  clinical  research  on  the  causes,  preven- 
tion, and  treatment  of  repetitive  motion  injuries.  To  support  this 
research  and  the  expanding  training  programs,  the  state-of-the-art 
management  system  and  conference  facility  will  be  integral  to  the 
Center. 


454 

This  project  has  the  support  of  the  Maryland  delegation,  Mayor 
of  Baltimore,  governments'  office  and  is  consistent  with  the  Union 
Memorial  Hospital's  dedication  to  community  outreach  and  quality 
care. 

It  is  our  hope,  Mr.  Chairman,  that  your  subcommittee  will  join 
in  support  of  our  efforts  by  providing  a  Federal  grant  of  $5  million 
in  fiscal  1994  towards  the  reconstruction  and  equipping  of  this  pro- 
posed Center. 

I  appreciate  your  consideration  of  this  request  and  be  happy  to 
answer  any  questions. 

Mr.  ViscLOSKY.  Doctor,  I  appreciate  your  commitment  and  appre- 
ciate the  specificity  of  your  request. 

We  have  a  number  of  questions  in  writing  to  submit  to  you  and  I 
would  appreciate  it  if  you  could  get  the  answers  to  the  subcommit- 
tee as  soon  as  possible. 

Dr.  WiLGis.  I  would  be  happy  to. 

I  thank  you  very  much  for  your  time. 

Thank  you  very  much. 

Mr.  ViscLOSKY.  I  might  ask  for  anyone  else  in  the  room,  is  there 
anyone  else  here  who  is  present  to  testify  but  has  not  been  recog- 
nized by  the  Chair? 

If  not,  the  hearing  is  adjourned,  thank  you. 

[Clerk's  note. — Information  was  not  provided  to  the  Committee.] 

[Dr.  Wilgis'  statement  and  other  additional  statements  and  infor- 
mation provided  to  the  Committee  follow:] 
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Mr.  Chairman  and  members  of  the  Subcommittee,  I  am  Dr.  Shaw  Wilgis,  Director 
of  the  Raymond  A.  Curtis  Hand  Center  at  the  Union  Memorial  Hospital.  I  appreciate  the 
opportunity  to  speak  with  you  today  about  an  innovative  proposal  that  will  provide  leadership 
and  direction  in  the  care  of  the  millions  of  individuals  afflicted  with  hand  and  upper 
extremity  disorders  and  injuries  including  significant  numbers  of  Federal  employees, 
particularly  postal  workers,  who  suffer  from  repetitive  motion  disorders.  The  Raymond  A. 
Curtis  Hand  Center  at  the  Union  Memorial  Hospital  is  proposing  to  establish  a  National 
Center  for  Surgery  of  the  Hand  and  Upper  Extremity.  The  mission  of  the  Center  will  be  the 
initiation  of  clinical  guidelines  for  treatment,  collection  of  data  for  labor,  industry  and 
government,  and  leadership  for  training  and  research  in  the  field  of  hand  and  upper  extremity 
surgery. 

From  its  inception  in  1854,  the  Union  Memorial  Hospital  has  had  a  proud  and 
distinguished  record  of  service  and  outreach  to  the  community  as  well  as  participating  in  a 
series  of  partnerships  with  the  federal  government,  the  State  of  Maryland,  and  the  greater 
Baltimore  community.  The  Union  Memorial  Hospital  prides  itself  on  the  quality  and  reach 
of  its  programs  and  is  nationally  recognized  for  its  work  in  hand,  foot  and  ankle  surgery, 
spine  surgery,  and  sports  medicine.  The  Hospital  also  is  currently  developing  a  primary  care 
institute  in  response  to  the  community's  need  for  greater  access  to  pediatric  medicine  and 
expansions  are  planned  for  the  oncology  and  cardiology  departments  in  the  near  future. 

Perhaps  the  best  evidence  of  Union  Memorial  Hospital's  service  to  the  community  is 
the  cost  effectiveness  of  its  care.  In  1992  the  average  patient  cost  at  Union  Memorial 
admitted  for  hand  surgery  was  $2,261  while  the  average  cost  for  all  other  hospitals  in 
Maryland  was  $3,968. 

The  Union  Memorial  Hospital  is  committed  to  serving  Baltimore,  Maryland,  and  the 
surrounding  regions  by  continuing  and  expanding  upon  its  mandate  of  service  to  the 
community  and  no  where  is  diis  conunitment  stronger  than  at  the  Raymond  A.  Curtis  Hand 
Center. 
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Surgery  of  the  hand  and  upper  extremity  encompasses  the  investigation,  diagnosis  and 
treatment  of  those  conditions  that  affect  the  upper  extremity  and  hand  causing  deformity  and 
dysfunction  of  the  hand.  The  scope  of  hand  surgery  is  far  reaching  and  inchides  treatment 
of  industrial  injuries  inchiding  cumulative  trauma  disorders,  diseases  which  affect  the  hand 
such  as  contracture  and  nerve  compression  syndromes,  arthritic  problems  in  the  older 
population,  children  who  are  bom  with  birth  defects  of  the  hand  and  upper  extremity  and 
home  injuries  involving  power  saws,  lawn  mowers,  hedge  clippers  and  other  devices. 

In  fact,  one  third  of  all  injuries  involve  the  upper  extremities.  Those  individuals  most 
susceptible  to  injury  of  the  hand  and  upper  extremity  include  operators  of  heavy  machinery, 
which  accounts  for  a  substantial  number  of  mutilating  injuries  to  the  hand;  fanners,  with 
their  moving  equipment  are  extremely  susceptible  to  serious  injury  to  the  upper  extremity; 
computer  operators,  postal  workers  and  carpenters  are  susceptible  to  cumulative  stress 
syndrome  caused  by  overuse  of  the  extremity  resulting  in  significant  disability.  It  is 
estimated  that  carpal  tunnel  syndrome  alone  is  a  multimillion  dollar  problem  in  this  country; 
and  men  and  women  in  the  Armed  Services  where  30  percent  of  all  injuries  occur  in  the 
hand. 

Furthermore,  it  is  estimated  that  over  25  million  individuals  suffer  from  debilitating 
arthritis  causing  pain  and  deformity  in  the  hands. 

The  development  of  the  Curtis  Hand  Center  can  be  traced  back  to  World  War  n  when 
many  of  Union  Memorial's  staff  returned  to  the  hospital  with  extensive  wartime  medical 
experience  and  exposure  to  state-of-the-art  medical  techniques.  Among  these  individuals  was 
Dr.  Raymond  Curtis,  a  top  army  hand  surgeon  during  the  war. 

Dr.  Curtis  served  in  the  U.S.  Army  Medical  Corps  from  1944-47  under  Dr.  Sterling 
Bunnell,  the  Civilian  Consultant  in  Hand  Surgery  for  the  Armed  Services,  and  the 
acknowledged  "father  of  hand  surgery" .  With  his  retirement  from  the  post  of  Chief  of  Hand 
Surgery  at  UMH  in  1982,  Dr.  Curtis  ended  a  professional  career  that  included  the  Merit 
Service  Award  -  U.S.  Army  1947,  Consultant  in  Hand  Surgery  to  the  Surgeon  General  of 
the  Army,  and  President  of  the  American  Society  for  the  Surgery  of  the  Hand  -  1970-71. 

As  the  Hand  Center  developed  and  gained  national  prominence,  Dr.  Curtis  maintained 
his  ties  to  the  Army  Medical  Corps  where  his  training  in  hand  surgery  had  begun.  As  an 
expression  of  conunitment  to  both  the  military  and  the  field  of  hand  surgery,  the  Curtis  Hand 
Center  has  trained  every  army  hand  surgeon  since  World  War  n  at  no  expense  to  the  Federal 
Government.  Staff  from  the  Hand  Center  also  regularly  speak  at  Walter  Reed  Medical 
Center  in  Bethesda. 
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Injuries  to  the  hands  and  upper  extremity  constituted  ai^ffoximalely  30%  of  all  injuries 
during  the  war  and  forged  in  Dr.  Curtis  a  commitment  to  exploring  and  advancing  treatments 
for  musculoskeletal  injuries  of  diis  type.  During  the  initial  develcqnnent  of  the  Division  of 
Hand  Surgery  at  UMH,  hand  surgeons  were  assigned  the  oversight  of  all  activities  for  each 
patient  including  counseling,  surgery,  and  post-operative  tfaer^>y.  It  was  not  until  1972  with 
the  creation  of  the  Hand  Then^y  Unit  and  Microsurgical  Laboratory  at  Union  Memorial, 
that  the  Division  of  Hand  Surgery  began  to  resemble  the  state-of-the-art  multi-disciplinary 
facility  that  now  serves  over  6  million  people  as  the  Upper  Extremity  Trauma  Unit  for 
Maryland  and  adjacent  areas  of  Virginia,  West  Virginia  and  Pennsylvania. 

The  current  organization  of  the  Division  of  Hand  Surgery  at  Union  Memorial  was 
formally  laid  out  in  197S  and  consists  of  the  following  components: 

•  The  Surgical  Unit,  which  is  comprised  of  q)ecialists  in  Plastic  Surgery, 
Orthopaedic  Surgery,  Vascular  Surgery,  and  Surgery  of  the  Hand.  The 
Surgical  Unit  is  responsible  for  more  than  3,000  upper  extremity  surgical 
procedures  a  year  including  over  ###  federal  employees,  the  vast  majority  of 
which  are  Postal  Workers  afflicted  with  repetitive  motion  or  carpal  tunnel 
injuries. 

•  The  second  component  of  the  Center  is  the  Microsurgical  Laboratory,  which 
is  equipped  with  three  operating  microscopes  and  a  small  animal  care  facility. 
The  microsurgical  laboratory  provides  support  and  instruction  for  residents  and 
physicians. 

•  The  last  component  of  the  Curtis  Center  is  the  Rehabilitation  Unit,  which  is 
staffed  by  12  hand  therapists,  two  industrial  specialists,  a  woric  adjustment 
therapist,  and  a  psychiatric  social  woricer.  The  Rehabilitation  Unit  handles 
over  30,000  patient  visits  a  year.  In  its  effort  to  assist  patients  to  regain  pre- 
iiijury  mobility  and  dexterity,  the  Rehabilitation  Unit  utilizes  cutting  edge 
technology  such  as  the  'woric  simulator'  developed  by  Dr.  Curtis  and 
Baltimore  native  John  EngalitchefF.  The  'work  simulator'  can  duplicate  basic 
motions  of  the  upper  extremity  in  daily  living  and  occupational  activities. 
Upper  extremity  injuries  are  responsible  for  about  90  million  days  of  restricted 
activity  and  16  million  days  lost  from  work  a  year.* 


Upper  Extremity  Disorders.  Yale  University  School  of 
Medicine. 
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This  multi-disciplinary  approach  to  the  treatment  of  injuries  to  the  hand  and  upper 
extremity  is  the  cornerstone  upon  which  the  new  Center  will  be  founded.  Not  only  does  this 
approach  provide  the  best  tool  care  for  patients,  but  it  will  allow  for  the  collection  of  full 
treatment  data  that  can  be  disseminated  throughout  the  country. 

The  creation  of  a  National  Center  for  Surgery  of  the  Hand  and  Upper  Extremity 
at  the  Union  Memorial  Hospital  has  the  support  of  top  research  and  surgical  programs  across 
the  country  including  the  Mayo  Clinic,  the  Cleveland  Clinic  and  the  Stanford  University 
Medical  Center. 

Our  vision  for  the  National  Center  has  five  critical  components. 

The  new  Center  will  be  a  cost  effective  treatment  resource  for  Maryland  and  the 
surrounding  region.  While  maintaining  our  history  of  multi-disciplinary  cost  effective  care, 
the  Center  will  expand  its  current  patient  capabilities  and  its  referral  services  to  neighboring 
states.  We  also  envision  the  establishment  of  outreach  centers  throughout  the  state  to  provide 
localized  care  in  areas  not  currendy  capable  of  treating  hand  and  upper  extremity  injuries. 

Members  of  the  Hand  Center  staff  and  particularly  the  Work  Rehabilitation 
technicians  consult  with  companies,  factories  and  work  sites  in  the  Baltimore  area  and 
surrounding  regions  in  an  attempt  to  reduce  the  incidence  of  woric  related  hand  and  upper 
extremity  injuries  such  as  repetitive  motion  or  carpal  tunnel  syndrome.  The  new  Center  will 
allow  this  program  to  be  expanded  to  additional  businesses  throughout  the  region. 

The  National  Center  will  also  train  hand  therapists  in  an  effort  to  address  the  shortage 
of  these  professionals.  The  Center  will  train  occupational  and  physical  therapists  and 
develop  a  curriculum  for  this  training  that  could  be  replicated  at  hospitals  throughout  the 
country. 

The  Center  will  also  expand  upon  its  current  physician  training  capabilities  including 
its  woric  with  the  Armed  Services,  regional  hospitals  and  universities,  and  foreign  hand 
specialists. 

Pertu^M  the  most  ambitious  outreach  training  program  currendy  underway  at  the  Hand 
Center  is  the  staffs  work  with  emerging  and  third  world  countries.  Most  recently,  members 
of  the  Centers'  staff  traveled  to  Guyana  on  a  ffict  finding  and  medical  assistance  mission. 
The  doctors  spent  several  days  woridng  with  local  physicians  treating  hand  and  related 
injuries  that  otherwise  would  have  been  left  unattended  because  of  inadequate  health  care 
capabilities.  Expanding  upon  these  foreign  outreach  efforts  is  an  important  goal  of  the  Hand 
Center  and  the  participating  physicians  in  the  years  ahead. 
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At  the  core  of  the  Center's  work,  though  will  be  basic  research  on  the  future  of  hand 
surgery.  Led  by  the  Hand  Center's  Research  Director,  Dr.  Thomas  Brushart,  the  National 
Center  for  Surgery  of  the  Hand  and  Upper  Extremity  will  be  at  the  vanguard  of  research  on 
nerve  regeneration,  carpal  tunnel  syndrome,  and  prosthetic  devices.  We  hope  to  equip  the 
new  Center  with  an  NIH  compatible  animal  lab  and  related  equiiHnent  that  will  provide  our 
researchers  with  the  resources  necessary  to  continue  their  work  into  the  restoration  of 
damaged  nerves.  I  cannot  enq>hasize  enough  die  inqxmance  of  this  research  and  its 
multitude  of  applications  for  the  future  of  hand  and  related  surgery. 

As  I  have  already  mentioned,  the  costs  associated  with  carpal  tunnel  syndrome  in  the 
United  States  run  into  the  hundreds  of  millions  of  dollars;  a  substantial  portion  of  which  is 
currendy  covered  by  workers  compensation.  The  volume  of  patients  that  the  new  Center 
wiU  be  able  to  sustain  will  allow  for  carefiil  clinical  research  on  the  causes  and  treatments 
of  repetitive  motion  injuries.  This  research  will  be  targeted  at  lowering  costs  and  seeking 
preventive  measures  to  reduce  die  incidence  of  this  type  of  injury. 

To  support  this  research  and  the  expanded  training  programs,  a  state-of-the-art 
information  management  system  and  conference  &cility  will  be  integral  to  the  new  Center. 
For  example,  utilizing  this  system  die  Center  will  accumulate  and  publish  cost  effective 
therapy  protocols  diat  can  be  utilized  throughout  the  country  to  keep  down  costs  and  improve 
care.  These  full  package  protocols  will  include  treatment  beginning  with  diagnosis  and 
surgery  and  include  therapy  and  vocational  training.  While  the  cost  saving  benefits  are 
obvious,  no  such  complete  protocols  currendy  exist. 

As  I  have  described,  the  National  Center  for  Surgery  of  the  Hand  and  Upper 
Extremity  will  truly  be  a  multi-disciplinary  fadlity  with  a  national  reach.  We  appreciate  that 
one  should  not  lighdy  consider  their  woric  to  be  of  national  importance,  but  we  are  prepared 
to  take  on  this  challenge.  The  Hand  Center  as  it  currendy  exists  has  gained  national 
attention,  we  now  seek  to  become  a  national  resource. 

This  project  has  the  support  of  the  Maryland  delegation,  the  Mayor  of  Baltimore,  and 
the  Governor's  ofQce  and  it  is  consistent  with  the  Union  Memorial  Hospital's  dedication  to 
community  outreach  and  quality  care.  It  is  our  hope,  Mr.  Chairman,  that  your  subcommittee 
will  join  in  support  of  our  efforts  by  jnoviding  a  federal  grant  of  $5,000,000  in  fiscal  year 
1994  towards  die  construction  and  equipping  of  the  proposed  center.  I  appreciate  the 
subcommittee's  consideration  of  this  request. 
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March  23,    1993 


The  Honorable  Steny  Hoyer 

Chairman 

Subcommittee  on  Treasury, 

Postal  Service  and  General  Government 

H-164  Capitol 

Washington,'  D.C.  20515 

Dear  Steny: 

I  hope  to  talk  to  you  personally  about  the  National 
Historical  Publications  and  Records  Commission  (NHPRC) ,  but  in 
the  mean  time  I  wanted  you  to  have  this  letter  in  time  for  your 
hearings  on  March  25. 

I  serve  as  the  Speaker's  appointee  to  the  NHPRC.   In  this 
capacity  I  have  just  introduced  H.R.  1063,  a  bill  to  reauthorize 
the  NHPRC.   I  am  writing  to  ask  your  support  for  the  NHPRC,  and 
hope  the  President's  FY  1994  budget  will  provide  sufficient 
amounts  to  bring  this  agency  to  a  level  that  ensures  its  ability 
to  continue  its  important  work.   As  the  enclosed  chart 
demonstrates,  the  agency  has  suffered  terribly  under  previous 
administrations  and  has  not  even  kept  pace  with  inflation.   I 
would  hope  your  subcommittee  can  provide  at  least  $8  million  for 
FY  1994,  which  is  the  amount  NHPRC  would  have  now  if  it  had  kept 
up  with  inflation. 

The  NHPRC  makes  grants  in  every  state  for  the  preservation 
and  publication  of  records  that  document  the  history  of  America. 
Without  saving  such  records  and  making  them  accessible, 
historians  cannot  write  accurate  history,  and  teachers  cannot 
teach  it. 

The  NHPRC  already  exemplifies  what  the  President  asks  of 
government  agencies  in  his  comprehensive  economic  plan,  "A  Vision 
of  Change  for  America."   The  NHPRC  is  one  of  the  few  Federal 
agencies  that  already  has  a  strategic  plan,  with  clear  goals, 

specific  objectives,  and  ranked  priorities.   Funding  the  NHPRC 

plan  will  enable  the  NHPRC- 

*  to  support  a  specific  research  agenda  on  electronic 
records  management; 
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*  to  help  state  archives  survey  records  needs,  set 
priorities  for  the  best  use  of  their  dwindling  resources, 
and  create  strategic  plans  for  saving  the  most  important 
state  and  local  records; 

*  to  complete  the  NHPRC  documents-for-democracy  program  with 
publication  of  editions  of  records  that  for  the  first  time 
fully  document,  for  study  abroad  as  well  as  at  home,  the 
creation  of  basic  U.S.  democratic  institutions 
(ratification  of  the  Constitution,  the  first  Federal 
Congress,  the  beginnings  of  the  Supreme  Court)  and  the 
thinking  of  their  founders  (Washington,  Jefferson,  Adams, 
Madison,  Franklin) . 

Seventeen  organizations  representing  a  wide  range  of 
interests  have  passed  resolutions  in  support  of  reauthorizing  the 
NHPRC.   These  include  the  Veterans  of  Foreign  Wars,  the  National 
Association  of  Counties,  the  National  Association  of  Secretaries 
of  States,  the  American  Family  Records  Association,  the 
Federation  of  Genealogical  Societies,  and  national,  professional 
associations  of  historians,  archivists,  documentary  editors, 
university  presses,  and  state  and  local  government  records 
managers . 

The  annual  appropriation  for  the  NHPRC  is  a  line  item  in  the 
budget  for  the  National  Archives.   For  fiscal  year  1994,  the 
National  Archives  has  requested  $12  million  for  the  NHPRC,  which 
is  also  the  initial  level  at  which  my  bill  requests  the  NHPRC s 
reauthorization.   But  regardless  of  the  final  reauthorization 
figures,  it  is  clear  this  agency  would  benefit  from  an  actual 
appropriation  of  $8  million. 

Your  Subcommittee  has  been  a  champion  of  the  NHPRC  in  the 
past;  providing  grant  funds  even  during  the  Reagan 
Administration,  when  the  President's  budget  called  for  zero 
funding.   I  hope  this  year,  under  your  leadership,  this  dynamic 
agency  will  be  able  to  reach  its  fall  potential.   This  is  one 
place  where  two  or  three  million  dollars  more  that  past 
appropriations  will  make  a  huge  difference  in  the  ability  of  the 
NHPRC  to  fulfill  its  mission. 

Enclosed  is  the  chart  that  illustrates  the  point  of  how  the 
NHPRC  has  lagged  behind  other  important  cultural  agencies.   The 
top  three  curves  show  appropriations  growth  for  three  related 
Federal  agencies:  the  National  Endowment  for  the  Humanities, 
which  among  other  things  makes  grants  for  historical  research; 
the  Historic  Preservation  Fund,  which  makes  grants  to  preserve 
historic  sites  and  structures;  and  the  Institute  of  Museum 
Services,  which  makes  grants  to  preserve  objects  and  artifacts. 
The  NHPRC,  which  makes  grants  to  preserve  historical  records, 
which  are  basic  for  all  historical  preservation  and  research. 
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lags  incredibly  far  behind  the  others.   As  the  chart  further 
shows,  NHPRC  appropriations  have  not  kept  up  even  with  inflation. 

The  President's  economic  plan,  for  example,  provides 
$23  million  for  maintenance  work  on  thirteen  buildings  owned  by 
the  National  Trust  for  Historic  Preservation.   Surely  there  is 
room  for  an  investment  less  than  half  the  size  in  preserving 
America's  historical  records. 
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GRANT  APPROPRIATIONS  FOR  RELATED  AGENCIES,  1970-1993 
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WILLIAM  M  HITZIG 

Group  Vice  President  ana  General  Manager 

Magazine  Group 


April  2,  1993 

The  Honorable  Steny  H.  Hoyer 
Chairman,  Treasury,  Postal  Service 

and  General  Government  Subcommittee 
H164  The  Capitol 
Washington,  D.C.   20515 

Dear  Mr.  Chairman, 

I  am  writing  in  regard  to  the  proposed  elimination  of  preferred 
postal  rates  within  three  years,  and  the  accompanying  eligibility 
reforms  that  would  eliminate  entirely  from  the  nonprofit  mailing 
rate,  as  early  as  October  1993,  not-for-profit  publications  with 
more  than  10  percent  advertising.  The  new  restrictions  would 
unfortunately  cover  educational  magazines  published  by  Children's 
Television  Workshop  (CTW) ,  a  501(C)(3)  corporation.  We  protest 
that  the  proposed  eligibility  restrictions  are  unnecessarily 
severe . 

For  CTW,  this  change  will  mean  a  massive  increase  in  our  postal 
costs  beginning  this  fall — and  consequently,  considerable  hardship 
for  us  and  for  our  youngest  citizens,  their  families  and  teachers. 
The  early  loss  of  the  nonprofit  mailing  rate  will  add  so  much  to 
our  costs  that  we  will  be  forced  to  drastically  curtail  our 
educational  mission  and  our  commitment  to  reaching  children, 
wherever  they  are  found,  in  order  to  help  educate  and  inform  them. 
We  strongly  urge  that  you  reconsider. 

We  at  CTW  do  recognize  the  need  for  some  rate  increases,  and  for 
non-profit  organizations  to  pay  some  portion  of  the  institutional 
costs  of  the  Postal  Service.  However,  we  join  with  the  Alliance  of 
Nonprofit  Mailers  in  urging  your  support  for  a  compromise:  a  more 
gradual,  phased  approach  to  postal-rate  increases  that  would  be  far 
less  Draconian. 

Although  CTW  is  best  known  as  the  producers  of  Sesame  Street  and 
other  effective  educational  television  series  for  children,  we  also 
have  successfully  used  other  mass  media,  including  print,  to  reach 
and  appeal  to  children.  As  more  and  more  children  grow  up  with 
minimal  reading  skills,  deepening  our  nation's  literacy  crisis, 
CTW's  Magazine  Group  is  expanding  its  efforts  to  help  make  reading 
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and  writing  fun,  and  to  help  youngsters  read  with  comprehension  and 
write  with  clarity. 

Ten  times  a  year,  CTW's  three  magazines  for  children — Sesame 
Street.  Kid  City,  and  3-2-1  CONTACT — reach  two  million  subscribers 
ranging  in  age  from  2  to  14.  In  fact,  one  out  of  four  children 
born  in  the  U.  S.  will  subscribe  to  one  of  CTW's  magazines  before 
they  reach  the  age  of  14.  And  these  subscribers  will  share  their 
copies  with  millions  more. 

Let  me  cite  one  example  of  our  magazines'  popularity  and 
effectiveness:  we  mail  every  month  a  total  of  1500  copies  of  Sesame 
Street  Magazine,  Kid  city  Magazine,  and  3-2-1  CONTACT  Magazine  to 

New  York  City's  Child  Welfare  Administration.  For  more  than  two 
years,  as  part  of  Mrs.  David  Dinkins'  Reading  Incentive  program, 
the  agency  has  distributed  the  magazines  free  of  charge  to  over  300 
children  in  congregate  care  and  over  1000  children  in  foster  care 
and  family  day  care.  Recently,  on  behalf  of  the  Child  Welfare 
Administration,  Ms.  Cynthia  Watts-Branch  wrote:  "The  magazines  are 
an  educational  tool  that  are  most  helpful  to  our  children  under  the 
care  of  the  Commissioner. . .The  magazines  help  to  motivate  the 
children  with  activities,  [expand]  vocabulary,  and  promote  visual 
memory . " 

Our  magazines  for  adults.  Sesame  Street  Parents'  Guide  and  Creative 
Classroom  Magazine,  provide  very  practical  information  to  help 
parents  and  teachers  deal  with  the  difficult  questions  children 
ask.  Like  CTW's  television  shows,  our  magazines  have  won  dozens  of 
awards  for  excellence.  Most  recently,  in  1992,  Creative  Classroom 
won  a  National  Magazine  Award  for  Personal  Service,  given  "for 
articles  that  give  practical  guidance  or  assistance  in  dealing  with 
the  realities  of  everyday  life."  The  award  is  for  three  articles 
on  teaching  young  children  about  AIDS,  about  substance  abuse,  and 
about  child  abuse. 

In  the  past,  members  of  the  Subcommittee  have  questioned  the  need 
and  appropriateness  of  advertising  in  not-for-profit  magazines.  In 
our  case,  taking  advertising  was  a  very  difficult  choice  for  CTW. 
We  allow  no  advertising  at  all  to  Sesame  Street  Magazine's 

1.2  million  preschool  subscribers.  For  our  other  magazines,  we 
have  very  strict  advertising  guidelines,  and  refuse  to  accept  ads 
for  products  which  we  may  consider  detrimental  to  children.  So 
far,  thanks  to  these  guidelines  and  the  editorial  integrity  of  our 
magazines,  we  have  kept  our  readers'  trust.  At  the  same  time, 
these  ad  guidelines  have  limited  our  potential  advertising  income. 

Today's  reality  in  the  world  of  magazine  publishing  is  that 
advertising  provides  CTW  with  an  irreplaceable  source  of  revenue. 
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It  helps  us  to  keep  the  subscription  prices  of  our  magazines  low, 
and  to  make  them  more  available  to  the  families  we  most  want  to 
reach.  When  we  lose  a  reader  who  can't  afford  our  magazines,  we 
feel  that  is  a  loss  we  cannot  afford. 

Our  advertising  revenue  also  has  allowed  us  to  plan  for  and 
introduce  innovative  print  projects.  For  example,  last  fall,  we 
launched  Ghostwriter,  our  multimedia  literacy  project  for  seven-  to 
ten-year  olds.  The  project  aims  to  help  children  enjoy  reading  and 
writing,  to  help  them  learn  the  skills  they  need,  and  to  stimulate 
them  to  read  with  understanding  and  write  with  clarity.  The 
centerpiece  of  the  project  is  an  action/adventure  television  series 
which  encourages  young  viewers  to  use  reading  and  writing  to  help 
the  cast  solve  mysteries.  The  lessons  of  the  series  are  reinforced 
and  extended  by  the  project's  print  components,  including 
Ghostwriter  Magazine,  and  an  ambitious  outreach  program. 

Every  month,  we  mail  about  870,000  copies  of  Ghostwriter  Magazine, 
to  be  distributed  free  to  children  through  afterschool  groups, 
schools  and  classroom  subscriptions,  and  public  television 
stations. 

So  far.  Ghostwriter  has  been  enormously  successful  in  stimulating 
children  to  write.  One  measure  of  its  educational  effectiveness  is 
the  fact  that  to  date,  we  have  received  well  over  120,000  letters 
to  Ghostwriter  from  children  of  all  ages  in  every  state.  The 
majority  of  these  young  writers  are  in  Ghostwriter's  target 
audience,  but  we  also  hear  from  many  children  who  are  younger  or 
older. 

After  more  than  20  years  of  publishing  successful,  high-quality 
educational  magazines  for  children,  we  know  there  is  much,  much 
more  we  can  accomplish.  If  we  are  forced  to  pay  for-profit  rates 
as  early  as  October  1993  for  the  nearly  38  million  magazines  and 
other  pieces  of  non-profit  mail  we  now  ship  each  year,  the  increase 
in  postal  rates  will  be  a  massive  body  blow  to  our  finances,  coming 
as  it  will  on  top  of  other  recent  increases  that  have  already 
affected  the  way  we  do  business. 

Our  volume  is  already  down  considerably  due  to  our  increased  costs. 
For  example,  four  years  ago,  we  mailed  eight  million  solicitations 
for  subscriptions  to  Sesame  Street  Magazine.  In  Fiscal  Year  1993, 
we  will  mail  five  million.  In  short,  our  postal  costs  have  put  our 
magazines  outside  the  reach  of  a  growing  number  of  families,  each 
with  children  who  could  benefit  educationally  from  being  regular 
readers. 

Today's  business  realities  dictate  that  CTW's  Magazine  Group  must 
be  self-supporting.  If  the  proposed  eligibility  reforms  take 
effect  this  fall,  they  will  mean  a  huge  burden  for  CTW,  and  will 
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severely  limit  the  important  investment  our  magazines  have  been 
making  in  our  children's  education,  and  therefore,  in  their  future. 
I  join  with  nonprofit  mailers  across  the  country  in  urging  you  to 
hold  the  current  freeze  on  nonprofit  rates,  and  to  support  a 
gradual,  phased  approach  to  postal-rate  increases. 

Please  contact  me  if  I  can  be  of  further  assistance  to  you  and  the 
Subcommittee . 


Sincerely 


William  Hitzig 
Group  vice  Presid,er 
Magazine  Group 


General  Manager 
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TESTIMONY  OF  ORLANDO  R.  POZZUOLI 

PRESroENT  AND  CHIEF  EXECUTIVE  OFTICER 

SACRED  HEART  HEALTHCARE  SYSTEM 

before  the 

HOUSE  APPROPRIATIONS  COMMITTEE 

SUBCOMMITTEE  ON  TREASURY-POSTAL  SERVICE-GENERAL  GOVERNMENT 

U.S.  HOUSE  OF  REPRESENTATIVES 

March  25,  1993 


Thank  you  for  providing  me  this  opportunity  to  testify  before  your  Subcomnuttee. 
Through  my  testimony,  I  will  tell  you  about  the  critical  need  for  primary  health  care  services 
in  the  City  of  Allentown  and  the  need  to  train  more  primary  care  physicians  and  nurse 
practitioners  to  deliver  this  care.  I  will  also  tell  you  about  the  plan  Sacred  Heart  has  developed 
to  meet  these  needs.  To  help  make  our  plan  a  reality,  we  are  requesting  $7.75  million  in 
Federal  assistance  in  Fiscal  Year  1994. 

There  is  little  doubt  that  America's  health  care  system  needs  fundamental  reform.  Health 
care  expenditures  consume  14  percent  of  our  nation's  Gross  National  Product,  however,  37 
million  Americans  do  not  have  health  insurance,  while  another  70  million  are  considered 
underinsured. 

In  the  face  of  these  statistics  is  the  painful  reality  that  many  Americans,  particularly  the 
poor,  minorities,  the  elderly  and  children,  do  not  receive  the  most  basic  health  care  services. 
Although  many  factors  contribute  to  this  problem,  the  lack  of  primary  and  preventive  health  care 
services  and  providers  has  emerged  as  a  major  cause.  This  is  not  only  unfortunate,  but  unwise 
since  the  delivery  of  primary  care  services  can  represent  real  savings  to  the  health  care  system, 
increase  access  to  health  care  services  for  millions  of  Americans  and  serve  to  maintain  a  healthy 
population. 
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While  there  is  a  great  need  for  increased  primary  care  services  nationally  and  throughout 
the  Commonwealth  of  Pennsylvania,  the  City  of  Allentown  is  one  community  where  this  need 
is  dire  and  where  primary  care  services  can  have  an  immediate  impact  on  the  community's  well- 
being. 

The  City  of  Allentown  has  a  population  of  105,000  and  is  home  to  growing  populations 
of  elderly  residents  and  minorities,  particularly  Hispanics.  The  elderly  account  for  17  percent 
of  the  City's  residents  and  this  population  will  increase  significantly  in  the  next  10  years. 
Hispanic  residents  make  up  another  12  percent  of  the  population.  In  addition,  22  percent  of  the 
City's  residents  are  children.  Many  of  Allentown's  residents  are  considered  low-  and  middle- 
income  and  13  percent  of  them  live  below  the  poverty  level.  Among  children  under  the  age  of 
five,  26  percent  live  in  poverty,  and  5 1 .5  percent  of  the  City's  Hispanic  children  live  in  poverty, 
ranking  Allentown  tenth  nationally.  These  populations  continue  to  place  growing  burdens  on 
the  City's  health  care  delivery  system. 

Within  the  next  two  or  three  years,  Sacred  Heart  Hospital,  a  non-profit  corporation  that 
is  licensed  and  approved  to  operate  a  293-bed  acute  care  community  hospital,  may  be  the  only 
hospital  located  in  the  City  of  Allentown  as  other  hospitals  move  to  the  suburbs.  As  a  result. 
Sacred  Heart  Hospital  may  bear  the  entire  burden  of  treating  the  City's  elderly,  minority  and 
low-income  populations.  Even  under  current  conditions,  this  will  place  tremendous  strains  on 
the  hospital's  services.  At  the  same  time,  the  hospital  has  a  profound  understanding  of  the 
primary  health  care  needs  of  the  community  and  knows  that  these  services  cannot  be  adequately 
delivered  in  a  hospital  setting.  Because  of  Sacred  Heart's  longstanding  leadership  role  in  the 
delivery  of  primary  care,  the  hospital  is  committed  to  providing  such  care,  and  it  seeks  to 
expand  its  services. 

Working  with  community  leaders.  Sacred  Heart  plans  to  establish  the  Center  for  Primary 
Health  and  Family  Practice  Developmem.  Specifically,  the  Center  will  be  dedicated  to  the 
delivery  of  primary  and  preventive  health  care  services  to  the  medically  underserved  residents 
of  Allentown  in  an  environment  designed  to  contain  spiraling  health  care  costs.  The  Center  will 
focus  on  disease  prevention,  health  promotion  (maintenance  and  screening),  health  education, 
and  only  when  necessary,  provide  treatment  and  intervention.   By  focusing  on  prevention  and 


470 


early  detection,  costly  hospital  stays  can  be  reduced  and  the  health  status  of  the  population 
improved.  The  services  provided  will  be  culturally  sensitive,  allowing  for  broader-based  use 
by  the  at-risk  population. 

In  addition,  the  Center  will  serve  to  increase  the  number  of  medical  professionals  who 
practice  family  medicine  in  the  AUentown  area  and  in  the  state.  The  Center  will  be  a  teaching 
facility  for  Family  Practice  residents,  who  are  well-suited  to  deliver  primary  care  services.  The 
Center  will  also  provide  training  for  nurse  practitioners  who  desire  to  specialize  in  a  primary 
care  discipline.  Finally,  dental  residents  will  be  trained  at  the  Center.  The  professional 
development  component  of  the  center  will  seek  to  increase  the  number  of  physicians,  dentists 
and  nurse  practitioners  practicing  in  the  AUentown  area;  thereby  ensuring  an  adequate  number 
of  primary  care  providers  to  meet  the  needs  of  the  community. 

The  third  component  of  the  Center  will  focus  on  community  education  in  the  areas  of 
primary  care,  preventive  medicine,  health  maintenance  and  promotion.  This  program  will  raise 
community  awareness  and  encourage  individuals  to  assume  more  responsibility  for  their  health 
and  the  health  of  their  fomilies. 

Sacred  Heart  shares  the  concerns  of  the  nation's  leaders  for  the  need  to  contain  spiraling 
health  care  costs  while  providing  increased  access  to  health  care  services  to  those  in  need.  We 
believe  that  establishment  of  the  Center  will  address  these  concerns  in  the  City  of  AUentown. 
We  have  made  a  strong  commitment  to  our  initiative  and  have  to  date  expended  $1,25  mUIion 
to  expand  our  primary  care  services.  We  also  plan  to  invest  another  $1  million  in  the  project. 
Further,  we  believe  that  the  Center,  both  in  terms  of  the  facility  itself  and  the  program,  wiU 
serve  as  a  national  model  for  primary  care  deUvery. 

As  such,  Sacred  Heart  and  the  AUentown  community  are  seeking  a  Federal  contribution 
of  $7.75  million  to  estabUsh  the  Center  for  Primary  Health  and  Family  Practice  Development. 

Again,  thank  you  for  giving  me  this  opportunity  to  testify  before  your  Subcommittee. 
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BY  LEONARD  M.  PERLMUTTER,  PRESIDENT 

NATIONAL  JEWISH  CENTER  FOR 

IMMUNOLOGY  AND  RESPIRATORY  MEDICINE 

BEFORE  THE 

HOUSE  TREASURY,  POSTAL  SERVICE. 

AND  GENERAL  GOVERNMENT  SUBCOMMITTEE 

COMMITTEE  ON  APPROPRIATIONS 


March  25,  1993 

Mr.  Chairman  and  members  of  the  Subcommittee,  thank  you  for  the  opportunity 
to  submit  this  statement  for  the  record  to  ask  your  consideration  for  follow-on  funding 
for  the  construction  of  our  state-of-the-art  National  Research  Center  for  Environmental 
Lung  Disease. 

As  President  of  the  National  Jewish  Center  for  Immunology  and  Respiratory 
Medicine,  I  would  also  like  to  take  this  opportunity  to  thank  you  for  the  support  of  $1 
million  in  FY  1 991  that  allowed  us  to  go  forward  with  our  planning  and  design  efforts. 
As  I  reported  to  the  Subcommittee  last  year,  with  funds  raised  by  National  Jewish  and 
additional  Federal  contributions  for  FY  1 993,  we  are  now  ready  to  move  forward  with 
construction. 

National  Jewish  is  the  foremost  Center  for  the  study  and  treatment  of  lung  and 
immunological  diseases  and  as  such  is  poised  to  make  significant  medical 
breakthroughs  in  the  areas  of  indoor  and  environmental  lung  diseases  especially  as 
effects  such  increasing  incident  afflictions  as  asthma  and  tuberculosis.  These 
breakthroughs  will  be  accomplished  through  the  use  of  the  latest  communications 
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tools  and  state-of-the-art  facilities  which  will  set  new  standards  for  nnedical  research 

centers  around  the  country. 

Denver  is  a  particularly  appropriate  site  for  a  National  Center  as  its  population's 
incidence  of  chronic  lung  disease  has  increased  1 6%  since  1 990  ~  possibly  due  to  the 
effects  of  air  pollution.  Additionally,  there  is  evidence  that  adverse  health  effects 
resulting  from  pollution  may  appear  earlier  and  be  more  severe  at  high  altitude.  In 
fact,  a  1 985  study  by  the  Center  of  Health  Statistics  showed  age-adjusted  death  rates 
for  chronic  lung  disease  far  in  excess  of  the  national  average  in  Denver,  Albuquerque 
and  Las  Vegas  --  all  high  altitude  cities  and  all  with  historically  high  pollution  levels. 

As  Americans  and  citizens  from  nations  around  the  world  are  exposed  to  an~ 
ever-increasing  number  of  pollutants  and  allergens  in  the  workplace,  at  home,  and  in 
the  general  environment,  there  will  be  a  greater  toll  on  their  respiratory  systems, 
especially  among  those  who  are  already  suffering  from,  or  are  susceptible  to,  lung 
diseases. 

Nationally,  lung  disease  is  the  fourth  leading  cause  of  death  in  the  United  States 
and  its  prevalence  is  rising  at  a  faster  rate  than  any  other  major  disease  apart  from 
AIDS.  These  lung  diseases  afflict  over  15  million  Americans  and  cost  the  U.S. 
economy  billions  of  dollars  annually  in  direct  health  care  expenditures  and  lost 
productivity.  For  example,  the  New  England  Journal  of  Medicine  recently  published 
statistics  on  the  cost  of  asthma  to  the  American  economy.  The  direct  costs  such  as 
inpatient/outpatient  hospital  care,  prescription  medications  and  emergency  room 
totalled  over  $2  billion  annually.  However,  the  indirect  costs  are  equally  high  and  are 
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tied  to  such  things  as:  lost  work  to  care  for  children  with  asthma  ($900  million),  lost 
work  for  adults  with  asthma  {§346  million),  and  lost  future  earnings  from  premature 
death  from  asthma  are  estimated  at  almost  $1  billion. 

For  nearly  a  century.  National  Jewish  has  served  the  peopte  of  Colorado  as  well 
as  citizens  from  all  fifty  states  and  more  than  60  foreign  countries.  In  fact,  70 
percent  of  the  new  patients  hospitalized  at  National  Jewish  come  from  outside  the 
Rocky  Mountain  region,  making  National  Jewish  not  only  a  regional  treatment  center, 
but  also  a  national  resource.  Its  origins  were  in  the  treatment  of  tuberculosis  and  it 
is  today  the  most  widely  recognized  institution  in  the  United  States  for  the  treatment 
of  drug-resistant  tuberculosis. 

Cited  frequently  as  America's  leading  asthma  treatment  center,  it  is  also  well- 
known  for  its  work  in  interstitial  lung  disease,  emphysema,  allergies  and  multiple  drug- 
resistant  tuberculosis,  and  for  its  strength  in  pulmonary  cell  biology  and  immunology. 
Such  expertise  gives  us  a  current  nucleus  of  more  than  twenty  researchers  and 
clinicians  who  will  initially  be  involved  in  the  new  research  center's  work. 

National  Jewish  has  been  ranked  by  Science  Watch  magazine  as  one  of  the  top 
U.S.  research  institutions  as  measured  by  the  number  of  scientific  citations  -  putting 
scientific  research  at  National  Jewish  second  only  to  Tufts  university  for  research  and 
above  both  Harvard  and  Yale. 

With  recent  revelations  that  asthma  deaths  are  on  the  rise  which,  to  some 
extent,  may  be  due  to  a  worsening  environment;  and  the  fact  that  in  certain  cities  the 
air  quality  within  certain  office  buildings  may  be  far  more  polluted  than  the  outdoor 
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air  --  the  need  for  a  better  understanding  of  environnnental  airborne  hazards  has  never 
been  greater. 

The  new  Center's  research  efforts  will  focus  on  four  basic  areas  and 
experiments  are  currently  underway.  These  areas  include  (1)  discovering  the 
molecular  basis  of  asthma,  lung  cancer,  and  other  diseases  whose  origins  remain  a 
mystery,  (2)  finding  a  concrete  way  to  evaluate  indoor  air  pollution  and  the  so-called 
sick  building  syndrome,  (3)  quantifying  the  risk  that  air  pollution  poses  to  those  with 
pre-existing  lung  diseases,  and  (4)  uncovering  the  genetic  basis  of  individual 
susceptibility  to  lung  disease  or  in  other  words,  why  some  people  get  sick  on  a  high 
pollution  day  and  some  do  not. 

National  Jewish  serves  as  a  last  resort  for  many  such  individuals  when  all 
other  treatment  methods  have  failed  to  help  them.  This  new  Center  will  serve  the 
dual  purpose  of  providing  care  to  those  individuals  while  promoting  research  leading 
to  better  technologies  for  the  treatment  of  lung  disease. 

The  total  project  construction  cost  for  the  Center  is  $25.1  million.  National 
Jewish  is  committed  to  this  project  and  will  raise  a  significant  proportion  of  that 
money  to  ensure  the  project's  success.  We  are  seeking  a  total  federal  government 
investment  of  $12.5  million  to  complete  the  facilities  for  the  Center. 

National  Jewish  has  already  invested  over  $7  million  to  expand  our  capacity  to 
work  on  all  forms  of  environmental  lung  disease.  We  are  also  seeking  additional 
corporate,  foundation,  and  individual  support  for  the  program  of  research  to  be 
conducted  at  the  new  Center. 
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The  federal  assistance  we  are  seeking  would  be  linnited  to  one-time  capital 
expenditures  for  new  construction,  building  renovation,  and  equipment  acquisition. 
These  are  needed  to  accommodate  the  new  research  work,  including  space  for 
laboratories,  clinical  research  facilities,  and  specially  designed  exposure  chambers  to 
monitor  and  control  environmental  agents  in  the  air. 

This  project  is  an  outstanding  one  that  deserves  to  be  supported.  It  will 
enhance  our  nation's  commitment  to  protecting  the  health  and  safety  of  its  workers, 
its  citizens,  and  individuals  the  world  over.  It  will  also  demonstrate  how  to  design  and 
construct  state-of-the-art  medical  research  and  clinical  facilities,  so  that  the  federal 
government  will  have  new  standards  for  such  building  projects.  The  Center  is  a 
ready-to-go  construction  project  that  will  create  jobs  in  Denver.  Your  support  for  this 
project  will  help  save  the  lives  of  thousands  of  people  and  enhance  the  federal 
government's  investment  in  such  building  projects. 

Thank  you. 
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Mr.  Chairman  and  members  of  the  subcommittee,  this  testimony 
is  submitted  on  behalf  of  National  Public  Radio's  468  member 
stations,  most  of  whom  use  nonprofit  second  and  third-class  mail. 
Full  funding  of  revenue  forgone  is  important  to  public  radio's 
ability  to  serve  its  14.5  million  listeners  across  the  nation. 
Public  radio  requests  an  appropriation  of  $612.5  million  for 
revenue  forgone  in  FY  1994 . 

We  are  aware  of  the  difficult  situation  this  subcommittee  is 
in  —  the  requested  level  is  $490  million  more  than  the  amount 
appropriated  for  FY  1993,  and  $520  million  more  than  the 
President's  expected  budget  request.   However,  appropriation  of 
revenue  forgone  at  last  year's  level  or  lower,  without  safeguards 
such  as  the  language  included  in  last  year's  bill  or  reform  of  the 
revenue  forgone  system,  would  present  dire  circumstances  for  public 
radio  stations  and  other  nonprofit  organizations. 

Public  radio  stations  are  important  local  institutions 
bringing  the  finest  radio  programming  available  in  the  U.S.  to 
communities  across  the  country.   These  noncommercial  stations 
provide  listeners  with  award-winning  news  and  information 
programming  like  MORNING  EDITION  and  ALL  THINGS  CONSIDERED  and  meet 
vital  needs  of  their  local  communities  by  working  with  schools, 
libraries,  YMCAs,  and  other  organizations  on  projects  ranging  from 
literacy  programs  to  programs  on  youth  and  prejudice.   Many  public 
radio  stations  are  the  only  outlet  for  classical  or  jazz 
programming  in  the  area;  in  rural  areas,  public  radio  stations 
often  bring  cultural  programming  to  communities  that  do  not  have 
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their  own  theaters  or  symphony  orchestras. 

Public  radio  funding  comes  from  a  variety  of  sources, 
including  the  Corporation  for  Public  Broadcasting,  businesses  and 
foundations,  and  in  some  cases,  colleges  and  universities. 
Listeners,  however,  are  the  single  largest  source  of  income  for 
public  radio. 

FUNORAISING  MAILINGS 

Public  radio  stations  use  third-class  nonprofit  mail  for 
targeted  direct  mail  campaigns,  pledge  follow-up  after  on-air  fund 
drives,  and  membership  renewal  requests.   It  is  imperative  that 
public  radio  station  use  of  the  mail  not  become  prohibitively 
expensive. 

In  1991,  1.4  million  listeners  contributed  a  total  of  $77.3 
million  to  their  local  stations,  about  21%  of  public  radio  income. 
As  other  sources  of  funding,  such  as  state  grants,  have  decreased, 
individual  giving  has  become  more  important  than  ever.   Third-class 
nonprofit  mail  is  essential  for  maintaining  listener  financial 
support . 

PROGRAM  GUIDES 

For  most  stations,  the  program  guide  is  an  important 
communications  tool.   Contributors  to  stations  receive  the  guides, 
telling  them  what  programs  they  can  expect  to  hear  and  when; 
program  guides  also  reinforce  the  importance  of  the  station  to  the 
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listener  and  to  the  larger  community.   Stations  with  magazine-style 
program  guides  send  them  at  the  second-class  nonprofit  rate.   Many 
stations,  however,  produce  a  simpler  guide,  similar  to  a 
newsletter,  that  is  sent  at  the  third-class  nonprofit  rate. 

Many  public  radio  stations  are  increasingly  active  in  their 
communities,  forging  links  with  other  nonprofits  and  exploring  new 
ways  to  extend  the  reach  and  impact  of  their  programming.   Program 
guides  and  other  third-class  mailings  are  an  important  tool  in  this 
effort.   For  example,  many  stations  have  developed  working 
relationships  with  area  schools,  developing  ways  for  teachers  to 
utilize  news,  information  and  cultural  public  radio  programs  in  the 
classroom.   These  partnerships  depend  on  frequent  mailings  to 
schools  to  inform  teachers  about  upcoming  programs.   KUAR/KLRE  in 
Little  Rock,  Arkansas  regularly  provides  information  about  possible 
educational  uses  of  the  station's  programming  to  teachers  in  three 
area  school  districts  —  especially  music  programming,  which  has 
been  almost  entirely  cut  from  the  Little  Rock  school  district 
curriculum.   The  programming  offered  by  KUAR/KLRE  is  often  the  only 
material  available  to  teachers  for  music  education. 

A  FUNDING  FREEZE  WOULD  BE  DEVASTATING  TO  PUBLIC  RADIO  STATIONS 

A  freeze  in  funding  at  last  year's  level  would  lead  to  35 
percent  increases  in  nonprofit  postage  rates.   This  would  force 
public  radio  stations  to  make  some  serious  decisions:   what  will 
they  cut  to  cover  postage  costs? 
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Many  stations  would  eliminate  any  second  or  third-class 
mailing  that  did  not  bring  in  revenue.   In  an  informal  survey  of 
stations,  most  said  that  they  would  have  to  discontinue  sending  a 
program  guide,  leaving  their  listeners  less  informed  about  upcoming 
programming  and  therefore  not  as  well  served  by  the  station.   As  a 
result  of  large  nonprofit  postal  increases  in  recent  years,  many 
stations  have  already  reduced  the  freguency  of  their  program 
guides.   Termination  of  this  membership  service  eliminates  an 
important  incentive  for  listeners  to  join  or  financially  support 
the  station.   This  could  result  in  less  membership  income,  the 
largest  source  of  funding  for  public  radio  stations.   In  addition, 
mailings  to  community  organizations,  arts  organizations,  and 
schools  about  special  programming  on  public  radio  stations  would  be 
reduced  or  eliminated  at  some  stations. 

Increased  postage  will  increase  fundraising  costs.   Experience 
has  shown  that  bulk  mailing  is  an  essential  tool  for  public  radio 
member  retention.   However,  the  return  on  investment  of  bulk 
mailing  would  be  reduced  with  increased  postage  costs.   Many 
stations  anticipate  that  they  would  be  forced  to  reduce  the  amount, 
of  fundraising  mail,  and  they  expect  that  contributions  would 
decrease  as  a  result. 

The  Promotion  and  Development  Coordinator  at  WEKU/WEKH  in 
Richmond,  Kentucky  uses  a  recent  fundraising  mailing  to  illustrate 
what  a  35  percent  increase  in  postage  would  mean  to  her  station. 
In  February,  the  station  wrote  to  members  and  other  possible 
contributors,  asking  for  money  to  purchase  compact  discs.   To  date, 
two  percent  of  those  receiving  the  mailing  have  contributed  —  a 
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good  return  on  this  type  of  appeal.   At  current  postal  rates,  this 
return  funds  the  classical  music  the  station  plays  as  a  cultural 
community  service.   With  a  35  percent  increase  in  postage  costs, 
WEKU/WEKH  would  lose  money  on  such  a  mailing,  even  with  a  "good" 
return.   This  would  seriously  limit  their  ability  to  provide  a 
quality  classical  music  service  for  the  community. 

WBUR-FM  in  Boston  estimates  that  a  35  percent  increase  in 
nonprofit  postage  rates  would  increase  their  expenses  by  $25,000  in 
FY  1994.   Because  WBUR  relies  heavily  on  listener  contributions, 
the  station  might  be  forced  to  add  two  full  days  of  on-air 
fundraising  to  offset  these  costs.   Station  management  is  concerned 
its  listeners  may  be  unwilling  to  tolerate  additional  interruptions 
to  programming;  WBUR  might  be  required  to  forego  production  of  a 
program  guide  instead,  thus  reducing  service  to  its  listeners  and 
to  the  community  at  large. 

A  35  percent  increase  in  postage  would  add  $6,195  to  the  FY 
1994  budget  expenditures  of  KCUR-FM  in  Kansas  City,  Missouri. 
Because  most  of  its  postage  costs  are  used  to  solicit  donations 
from  the  public,  the  station  would  need  to  continue  its  mailings. 
To  make  up  for  the  additional  postage  charges,  KCUR  believes  it 
would  have  to  eliminate  a  local  reporter  from  its  three-member  news 
staff.   KCUR  listeners  have  indicated  that  in-depth  reporting  on 
local  issues  is  one  of  the  services  they  most  value  in  the  station, 
and  a  reduction  in  news  staff  would  result  in  less  local  news 
coverage.   However,  KCUR  sees  few  other  places  it  could  make  cuts 
to  make  up  the  difference  in  increased  postage  costs. 
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WHQR-FM  in  Wilmington,  North  Carolina  has  already  felt  the 
squeeze  from  past  postal  increases,  having  taken  funds  from  other 
areas  of  operations  to  meet  the  increases  of  the  last  few  years.   A 
35  percent  increase  in  FY  1994  would  leave  WHQR  with  two  options: 
take  money  from  its  already  parsimonious  programming  budget  or 
drastically  curtail  its  use  of  the  U.S.  Postal  Service.   The  first 
option  would  reduce  the  quality  of  public  radio  service  offered  the 
Wilmington,  North  Carolina  area;  the  other  would  put  the  station  in 
severe  financial  jeopardy. 

Funding  at  last  year's  level  without  safeguards  against 
increased  rates  would  increase  postage  costs  for  Minnesota  Public 
Radio  (MPR)  by  $100,000.   MPR  is  a  major  producing  station  for  the 
public  radio  system;  with  such  an  increase  in  mailing  costs,  it 
would  have  to  divert  funds  from  programming  to  postage.   This  could 
impact  not  only  MPR  but  the  whole  public  radio  system. 

A  35  percent  increase  in  third-class  nonprofit  postage  would 
cost  Wisconsin  Public  Radio  about  $21,000.   That  would  mean  that 
fundraising  mail  would  have  to  be  reduced  by  about  2  00,000  pieces, 
potentially  resulting  in  a  loss  of  hundreds  of  thousands  of 
dollars.   Wisconsin's  17-station  network  would  need  to  cut 
operations  by  two  to  three  hours  per  day  to  absorb  such  a 
shortfall.   As  a  result,  for  some  residents  of  Wisconsin,  news  and 
severe  weather  information  would  be  virtually  unavailable  after  10 
p.m.   According  to  Wisconsin  Public  Radio,  "Other  scenarios  of 
program  and  service  cuts  could  be  constructed,  but  the  bottom  line 
is  that  the  privilege  of  using  the  nonprofit  rate  for  postage 
allows  us,  and  other  public  radio  stations,  to  be  more 
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self-sufficient  by  using  direct  mail  to  secure  funds.   Any  change 
in  this  policy  will  be  counter-productive  to  public  radio's 
movement  towards  more  private  sector  funding." 

POSTAL  SERVICE  PROPOSAL  FOR  PHASING  OUT  REVENUE  FORGONE 

The  postal  service  proposal  for  eliminating  preferred  postal 
rates  in  three  years  would  be  even  more  devastating  to  public 
radio.   The  phased-in  increase  would  inflict  pain  on  stations  at  a 
time  when  significant  portions  of  their  income  —  federal  and  state 
funds  —  are  contracting.   In  addition,  the  eligibility 
restrictions  proposed  to  begin  immediately  would  reduce  or  take 
away  one  source  of  income  that  covers  some  postal  costs  — 
advertising  in  both  second  and  third-class  program  guides. 
Stations  would  also  be  affected  by  the  inability  of  commercial 
publishers  to  use  the  library  rate.   Currently,  many  record 
producers  send  promotional  copies  of  compact  discs  (CDs)  to 
stations.   Increasing  the  cost  of  these  promotional  mailings  will 
likely  reduce  the  numbers  of  CDs  sent  to  public  radio  stations. 
Because  it  has  had  to  divert  CD  budget  funds  to  other  areas,  free 
copies  from  producers  are  the  only  source  of  new  recordings  for 
WSVH-FM  in  Savannah,  Georgia.   Undoubtedly,  other  financially 
strapped  public  radio  stations  are  in  the  same  situation.   Public 
radio  stations  frequently  are  the  only  classical  or  jAzz  music 
service  available  to  their  communities.   Without  promotional 
copies,  public  radio  CD  libraries  quickly  would  become  dated,  and 
the  community's  classical  or  jazz  service  would  be  significantly 

7 


484 


diminished. 

REFORM  OF  THE  REVENUE  FORGONE  PROGRAM 

National  Public  Radio  believes  that  the  crisis  in  the  revenue 
forgone  program  must  be  addressed  through  reform  of  the  program. 
Public  radio  stations  would  accept  restrictions  in  eligibility  as 
long  as  legitimate  nonprofit  efforts  are  protected.   Any  reform 
should  also  stabilize  rates  while  reducing  the  funds  required  for 
revenue  forgone.   NPR  endorses  the  principles  for  reform  of  revenue 
forgone  outlined  by  the  Alliance  of  Nonprofit  Mailers  and  hopes 
that  the  postal  authorizing  committees  will  address  this  important 
nonprofit  mail  issue  this  year.   We  believe  that  nonprofits  in 
general,  and  public  radio  stations  in  particular,  provide  important 
services  that  would  be  unavailable  in  a  society  without  a  nonprofit 
sector.   It  is  appropriate  to  recognize  our  nonprofit  nature  and 
the  important  services  we  provide  when  setting  postal  rates. 

Thank  you  for  this  opportunity  to  testify  in  support  of 
revenue  forgone.   We  encourage  the  subcommittee  to  fund  the  program 
at  $612.5  million  for  FY  1994.   If  you  are  unable  to  fund  the 
program  at  that  level,  we  urge  you  to  protect  legitimate  nonprofit 
efforts  from  unfair  postage  increases. 
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March  31,  1993 


The  Honorable  Steny  H.  Hoyer 

Chairman,  Subcommittee  on  Treasury,  Postal  Service,  and  General  Government 

Committee  on  Appropriations 

United  States  House  of  Representatives 

H-164  Capitol 

Washington,  DC  20515 

Attention:  Bill  Smith 

Dear  Congressman  Hoyer 

The  American  Foundation  for  the  Blind  appreciates  this  opportunity  to  provide  information 
to  the  Subcommittee  regarding  appropriations  for  the  Revenue  Foregone  subsidy  for  the  Postal 
Service  for  Gscal  year  1994. 

The  mission  of  the  American  Foundation  for  the  Blind  is  to  enable  persons  who  are  blind  or 
visually  impaired  to  achieve  equality  of  access  and  opportunity  that  will  ensure  freedom  of  choice  in 
their  lives.  AFB  accomplishes  this  mission  by  taking  a  national  leadership  role  in  the  development 
and  implementation  of  public  policy  and  legislation,  informational  and  educational  programs, 
diversified  products,  and  quality  services. 

We  appreciate  the  initiative  you  have  taken  to  highlight  the  need  for  restructuring  the  basic 
authorization.  Pending  the  outcome  of  amendments  to  the  authorizing  statue,  we  urge  you  to 
appropriate  at  least  $92  million  for  fiscal  year  1994  for  the  Revenue  Foregone  subsidy.  This  is  the 
amount  which  we  understand  will  be  requested  by  President  Clinton  in  his  budget  This  amount  will 
be  sufficient  to  cover  Tree  Matter  for  the  Blind  and  Physically  Handicapped"  as  well  as  distribution 
of  voter  materials.  The  "Free  Matter"  subsidy  covers  authorized  mailings  by  the  Library  of  Congress's 
National  Library  Service  for  the  Blind  and  Physically  Handicapped  along  with  those  of  other 
organizations  like  Recordings  for  the  Blind,  the  Hadley  School  for  the  Blind,  and  the  American 
Printing  House  for  the  Blind.  This  subsidy  also  covers  the  cost  of  authorized  mailing  by  thousands 
of  people  who  are  blind  who  use  braille  or  audio  tapes  for  correspondence  with  one  another.  Most 
of  these  people  have  very  low  incomes. 

For  the  record,  we  are  joining  with  scores  of  non-profits  who  support  an  equitable  re- 
structuring of  the  authorizing  legislation  If  we  cannot  achieve  this  restructuring  and  no  further 
subsidy  is  available  for  third  class  rates,  we  will  have  to  significantly  reduce  our  direct  education 
services  like  consumer  products  distribution  and  sale  of  educational  materials  because  of  much  higher 


In  keeping  with  our  goal  to  achieve  equality  of  information  access  for  people  who  are  blind  or  visually 
impaired,  this  document  is  available,  upon  request,  in  the  following  accessible  formats:  IBM  computer  diskette, 
braille,  cassette,  large  print 
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promotional  costs.   Because  of  restrictions  on  the  use  of  Tree  Matter"  we  do  not  depend  on  that 
subsidy  for  these  mailings. 

Once  again,  we  appreciate  the  leadership  you  have  taken  and  look  forward  to  working  with 
you  to  achieve  a  better  base  for  future  funding  for  subsidized  mailing. 


Sincerely,  -.  ^ 


'   Scott  Marshall 

Associate  Executive  Director  for  Governmental  Relations 

SM/jvk 
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JOHN  SPRINGER,  CHAIRMAN 
CONNECTICUT  HEALTH  SYSTEM 

TESTIMONY  SUBMITTED  TO 

HOUSE  APPROPRIATIONS  SUBCOMMITTEE  ON 

TREASURY,  POSTAL  SERVICE  AND  GENERAL  GOVERNMENT 

March  25,  1993 

Mr.  Chairman  and  members  of  the  Subcommittee,  thank  you  for  the 
opportunity  to  submit  testimony  before  your  Subcommittee  regarding  Connecticut 
Health  System's  efforts  to  centralize  all  pediatric  care  in  the  region  through 
resource  and  facility  consolidation  and  redesign.   I  would  like  to  request  your 
support  for  this  initiative  at  the  outset,  and  to  detail  below  the  reasons  why  this 
effort  is  worthy  of  your  support. 

Connecticut  Health  System  (CHS)  is  a  Hartford-based  non-stock  corporation 
which  is  organized  to  provide  an  integrated  health  care  delivery  system  to  the 
State  of  Connecticut  by  providing  coordinated  planning  and  development  services 
to  Hartford  Hospital  (HH),  Veterans  Memorial  Medical  Center  (VMMC)  and 
Newington  Children's  Hospital  (NCH).   Connecticut  Health  System  acts  as  the 
planning  body  for  the  entire  multi-hospital  system,  and  assists  the  hospitals  in  the 
system  with  coordinating  and  planning  cooperative  ventures.  These  efforts 
promote  the  effective  utilization  of  hospital  resources,  ensure  the  availability  of 
quality  health  services  and  facilitate  the  delivery  of  alternative  health  care  delivery 
arrangements,  which  enable  all  three  hospitals  to  better  serve  residents  of  the 
surrounding  communities. 

As  part  of  a  plan  to  better  utilize  health  care  resources  in  general,  and  meet 
the  specific  needs  for  pediatric  health  care  in  particular,  Hartford  and  Newington 
Children's  hospitals  and  the  University  of  Connecticut  are  proposing  to  expand 
their  efforts  and  draw  upon  each  other's  areas  of  expertise  to  benefit  the  children 
of  Greater  Hartford  and  the  region.   In  addition,  these  facilities  will  assist  VMMC 
meet  the  health  care  needs  of  the  children  of  Meriden  through  a  new  model  of 
pediatric  services.   The  new  hospital  will  increase  accessibility  to,  and  improve  the 
quality  of,  cost-effective  pediatric  health  care  services  in  the  Greater  Hartford 
community. 

The  project  will  consolidate  the  pediatric  care  resources  of  Hartford  and 
Newington  hospitals,  as  well  as  those  currently  provided  at  the  University  of 
Connecticut  Health  Center  and  John  Dempsey  Hospital.   Further,  it  will  encompass 
the  redesign  of  pediatric  services  offered  at  the  VMMC  to  ensure  that  the 
appropriate  level  of  access  is  available  to  the  Meriden  community.   This  system- 
wide  initiative  will  serve  as  a  standard  for  modeling  significant  changes  in 


55  Fd^mingcon  Avenue,  Suite  600A.  Hartford,  Connecticut  06105-3711 
Member  Hospitals:  Hartford  Hospital  •  Newington  Children's  Hospital  •  Veterans  Memorial  Medical  Center 


488 


community  health  care  in  the  United  States,  with  applicability  to  U.S.  government 
health  care  facilities. 

In  FY  1993,  Congress  provided  a  $2  million  grant  for  CHS  to  begin  the  first 
phase  of  a  Federal  partnership  assisting  Newington  Children's  Hospital  and 
Hartford  Hospital  in  developing  and  expanding  their  existing  community-based 
pediatric  outreach  efforts.   The  services  under  the  project  will  range  from 
preventive  and  primary  care  to  specialized  tertiary  and  rehabilitative  care. 

At  this  time,  CHS  is  proposing  to  continue  this  partnership  to  demonstrate 
the  benefits  of  centralized  specialty  services  through  the  construction  of  the  new 
children's  hospital.   The  estimated  cost  of  the  construction  of  this  new  hospital 
facility  is  $89  million.   To  support  this  initiative,  which  will  provide  a  national 
demonstration  of  providing  increased  access  to  health  care  while  controlling  costs, 
CHS  is  requesting  a  Federal  contribution  of  $5  million  in  FY  1994.    Upon 
completion  of  the  project,  CHS  expects  that  for  every  §1  of  Federal  contributions, 
an  additional  $5  or  more  in  contributions  will  have  been  provided  to  the  project 
through  private  funding  sources. 

Designed  to  consolidate  pediatric  specialty  services  into  one  facility,  the  new 
hospital  will  reduce  the  costs  associated  with  pediatric  tertiary  care,  reduce 
fragmentation  of  pediatric  services  and  increase  access  to  pediatric  care.   At  the 
same  time,  immediate  economic  benefits  with  lasting  results  will  accrue  to  the 
Hartford  area. 

The  child  health  situation  in  Connecticut  is  a  prime  example  of  the  health 
care  problems  this  nation  faces.   A  report  prepared  for  the  Connecticut  Association 
of  Boards  of  Education  and  the  Connecticut  Association  of  Public  School 
Superintendents  found  that: 

•  More  than  8,250  children  were  born  in  Connecticut  in  1991  with  no  prenatal 
care; 

•  One  in  five  children  aged  five  or  younger  lived  in  poverty; 

•  More  than  8,000  children  lived  in  homeless  shelters;  and 

•  94,000  children  did  not  have  proper  access  to  medical  care  because  their 
parents  lacked  health  insurance. 

While  these  statistics  are  startling,  the  health  status  of  children  in  the  City  of 
Hartford  is  significantly  worse.   Maternal  risk  factors  associated  with  poor 
pregnancy  outcomes  for  residents  of  Hartford  exceed  those  of  the  entire  State  of 
Connecticut  by  as  much  as  50  percent.   Infant  mortality  rates  in  Hartford  are 
consistently  50  to  100  percent  higher  than  State  rates,  and  low  birthweight  babies 
born  to  Hartford  residents  have  risen  by  27  percent  over  the  last  decade. 
Additionally  developmental  disabilities  are  becoming  more  and  more  prevalent  in 
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the  city.   Other  problems  include  substance  abuse,  teenage  pregnancy,  dental 
problems,  infectious  disease,  and  AIDS,  among  others. 

The  statistics  in  Meriden  are  equally  distressing.   Census  data  over  the  past 
decade  indicates  that  population  growth  in  the  city  has  occurred  most  rapidly 
among  economically-disadvantaged  groups,  and  that  a  shift  in  the  economic  make- 
up of  the  city  has  occurred.   In  1990,  approximately  17.6%  of  Meriden  residents 
were  below  the  federal  poverty  level,  and  declining  employment  and  economic 
recession  have  increased  the  decline  even  further.   Current  statistics,  however,  do 
not  adequately  reflect  the  seriousness  of  the  poverty  and  health  status  of 
Meriden's  mothers,  infants  and  small  children. 

At  the  heart  of  this  declining  state  of  health  --  not  only  for  the  residents  of 
Connecticut,  but  nationwide  ~  are  spiraling  medical  expenses,  a  growing  number 
of  uninsured  Americans,  limited  access  to  care  for  rural  and  inner-city  residents, 
too  many  specialists  and  too  few  primary-care  providers.   In  an  effort  to  address 
the  deplorable  condition  of  children's  health  in  Connecticut  and  the  concerns  over 
rising  costs  in  the  State,  Connecticut  Health  System  has  devised  a  plan  to 
consolidate  its  member  hospitals  services.    Under  the  plan,  the  hospitals  will  be 
able  to  increase  access  to  primary  and  specialty  health  care  services  for  the 
residents  of  Connecticut,  and  reduce  the  costs  associated  with  specialty  care.   To 
accomplish  the  planning  objectives,  CHS  will  construct  a  new  children's  hospital  in 
Hartford,  with  all  pediatric  services  of  member  hospitals  to  be  relocated  to  the  new 
hospital.   The  other  hospitals  will  redesign  the  way  in  which  they  provide  pediatric 
services  to  surrounding  communities,  while  continuing  to  provide  primary  and 
specialty  services  to  other  populations. 

Hartford  and  Newington  Children's  Hospitals  and  the  University  of 
Connecticut  Health  Center  have  struggled  for  years  to  meet  the  health  care  needs 
of  children  in  the  Greater  Hartford  area  and  the  region,  developing  specialized 
ambulatory,  rehabilitative  and  specialty  pediatric  services.   These  institutions  have 
been  serving  the  Greater  Hartford  area  since  their  inception,  providing  patient  care, 
education  and  research.   Additionally,  the  University  of  Connecticut  Health  Center 
and  John  Dempsey  Hospital  have  provided  pediatric  services  to  the  same 
communities. 

To  be  located  next  to  Hartford  Hospital,  the  new  children's  hospital  will 
replace  Newington  Children's  Hospital,  and  house  the  pediatric  services  currently 
provided  at  Hartford,  UConn  and  John  Dempsey  hospitals.  Designed  to  provide  the 
resources  necessary  to  deliver  health  care  services  to  the  children  of  today  and 
beyond  the  year  2000,  the  project  represents  extensive  input  from  community 
health  agencies,  the  corporate  community  and  other  interested  parties,  including 
state  authorities. 
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This  multi-hospital  approach  to  addressing  specific  pediatric  needs  and 
providing  services  is  an  innovative  strategy  to  develop  quality  pediatric  programs, 
maintain  cost-efficiency,  and  ensure  adequate  access  to  preventive  and  emergency 
care.   By  increasing  access  to  primary  care  services  through  consolidation,  the 
hospitals  are  taking  a  major  step  to  containing  the  state's  health  care  costs,  a  goal 
which  can  be  replicated  in  U.S.  government  health  care  facilities. 

All  three  hospitals,  along  with  VMMC  and  the  University,  are  committed  to 
providing  quality  health  care  at  a  reasonable  cost  to  all  residents  of  the  State  of 
Connecticut.   By  combining  their  expertise  and  services  under  one  roof  in  a  central 
location,  they  will  not  only  improve  health  care  in  the  State,  but  will  provide  a 
national  demonstration  of  the  way  in  which  hospitals  can  join  together  to  achieve 
cost-containment  and  quality  service. 

The  new  hospital  will  be  an  extraordinary  medical  asset  benefiting  the 
children  of  Greater  Hartford  and  the  region.   The  goal  in  building  this  new  hospital 
is  to  create  a  facility  which  will  provide  the  resources  to  deliver  health  care 
services  to  the  children  of  today  and  beyond  the  year  2000. 

As  noted  above,  CHS  is  seeking  Federal  assistance  in  the  amount  of  $5 
million  in  FY  1994  to  enable  CHS  to  undertake  site  preparation  and  begin 
construction  of  the  new  Children's  Hospital.   Construction  of  the  new  Children's 
Hospital  is  budgeted  for  costs  in  the  amount  of  $89,750,000,  of  which  $15  million 
will  be  funded  through  equity  contributions  and  $53.7  million  through  debt.   The 
remaining  $20  million  will  come  from  fundraising  and  proposed  deferral  of  capital 
expenditures  not  deemed  essential  to  immediate  operations.   The  Federal 
assistance  will  help  to  mitigate  the  debt  burden. 

This  comprehensive  consolidation  effort  will  serve  as  a  national  standard  for 
pediatric  care  by  addressing  cost-containment  concerns  and  addressing  primary 
care  needs  for  children,  with  particular  regard  to  the  indigent  community.    I  hope 
that  this  subcommittee  will  recognize  the  national  application  of  such  a 
consolidation  to  government  health  care  facilities  and  include  $5  million  in  Federal 
support  for  the  project  in  its  FY  1994  spending  bill.   Thank  you  for  your 
consideration. 

### 


491 


IO<l 

Bidi  Oflfocts  I 

National  Government  Affait^  Office 
1901  I  Street,  N.W,  Suiie  260 
Washington.  OC  20036 
Telephone  202  659  1800 
Fax  202  296  2964 


^ 


TESTIMONY 

REGARDING  REVENUE  FORGONE 

SUBMITTED  FOR  THE  RECORD  OF 

SUBCOMMITTEE  ON  TREASURY,  POSTAL  SERVICE,  AND  GENERAL  GOVERNMENT 

COHMITTfife  ON  APPROPRIATIONS 

UNITED  STATES  HOUSE  OF  REPRESENTATIVES 

BY 
MARCH  OF  DIMES  BIRTH  DEFECTS  FOUNDATION 


MARCH  25,  1993 
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The  March  of  Dimes  appreciates  the  opportunity  to  submit 
testimony  for  this  hearing  of  the  House  Appropriations 
Subcommittee  on  the  Treasury,  Postal  Service  &  General 
Government.   We  want  to  share  our  concern  that  a  dramatic 
increase  in  the  preferred  postal  rate  threatens  the  continued 
work  of  the  March  of  Dimes  and  other  nonprofit  organizations 
across  the  nation. 

A  significant  increase  in  the  postal  rate  for  the  March  of 
Dimes  would  drastically  reduce  the  Foundation's  capacity  to 
accomplish  our  mission  —  to  improve  the  health  of  infants  by 
preventing  birth  defects  and  infant  mortality.   Birth  defects  are 
the  leading  cause  of  infant  death  and  a  major  contributor  to 
childhood  disability.   March  of  Dimes  efforts,  as  a  private 
nonprofit  organization,  could  prevent  such  suffering  for  future 
generations.   Increases  in  postal  costs  for  the  March  of  Dimes 
would  divert  much  needed  funds  away  from  the  community  programs 
and  research  we  now  fund. 

Since  1952,  preferred  postal  rates  have  been  an  integral 
part  of  the  nation's  strategy  to  encourage  nonprofit 
organizations  to  achieve  their  missions.   Forty-one  years  ago 
Congress,  first  recognized  the  social  value  of  nonprofit 
organizations'  work  and  shielded  them  from  a  rate  increase.   In 
the  Postal  Reorganization  Act  of  1970,  Congress  reaffirmed  the 
importance  of  the  reduced  rate  by  providing  an  annual  subsidy  to 
the  Postal  Service  —  known  as  "revenue  forgone"  —  for  the 
overhead  costs  associated  with  nonprofit  mail.   Lower  postal 
rates  for  nonprofit  groups  recognize  their  important 
contributions  to  society  and  acknowledge  that  such  organizations 
do  not  have  "customers"  to  whom  they  can  pass  on  postal  costs. 

Last  year,  the  revenue  forgone  appropriation  was  very  low. 
We  are  grateful  that  this  Subcommittee  included  special  language 
to  protect  nonprofit  organizations  by  means  of  an  unprecedented 
one-year  postal  rate  freeze.   That  freeze  protected  the  March  of 
Dimes  and  other  nonprofit  organizations  from  massive  rate 
increases  in  FY  1993.   However,  it  appears  that  in  FY  1994  — 
given  the  severe  budget  deficit  —  the  revenue  forgone 
appropriation  may  again  fall  well  below  estimated  need. 

The  March  of  Dimes  mails  large  amounts  of  public  and 
professional  educational  materials  each  year.   In  addition,  we 
rely  on  direct  mail  funding  appeals,  particularly  through  the 
"Mothers  March"  neighborhood  fundraising  campaign.    If  nonprofit 
postal  rates  had  not  been  protected  this  year,  March  of  Dimes 
mailing  costs,  for  the  national  office  alone,  would  have 
increased  by  as  much  as  $1.5  million.   At  the  community  level, 
the  budgets  of  our  120  chapters  would  also  have  been  severely 
squeezed. 
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The  March  of  Dimes  views  the  reduced  rate  for  nonprofit 
organizations  as  critical  to  our  ability  to  serve  the  community. 
Preferred  rate  mail  enables  us  to  devote  the  funds  we  raise  from 
millions  of  Americans  to  maternal  and  infant  health  programs. 
Presently,  we  are  able  to  make  grants  for  community  programs 
across  the  country  which  provide  services  such  as: 

o    prenatal  care  outreach  for  low-income  pregnant  women, 
o    treatment  for  substance  abusing  pregnant  women, 
o    M.O.M.  vans  to  bring  prenatal  care  to  high  risk 

neighborhoods,  and 
o    prenatal  education  in  the  workplace. 

In  addition,  we  fund  education  programs  for  health 
professionals  and  the  general  public  about  the  benefits  of  early 
and  continuous  prenatal  care  and  about  new  developments  in  the 
prevention  of  birth  defects.   The  Foundation  also  provides 
millions  of  dollars  in  grant  support  for  biomedical  research  to 
attack  the  problems  of  birth  defects  and  infant  mortality.   A 
significant  increase  in  postal  rates  would  translate  into  reduced 
private  sector  efforts  to  prevent  infant  mortality. 

The  March  of  Dimes  urges  Congress  to  enact  a  permanent 
solution  that  will  reform  the  way  postal  rates  for  nonprofit 
organizations  are  determined.   We  recognize  that  there  is  a  need 
to  trim  the  federal  budget  deficit  and  that  the  existing 
mechanism  for  funding  reduced  postal  rates  has  become  unreliable 
and  inadequate.   Hence,  as  part  of  the  Alliance  of  Nonprofit 
Mailers  and  in  collaboration  with  the  commercial  mailers,  we  are 
also  working  with  the  authorizing  committees  to  craft  a  plan  that 
would  avoid  devastating  nonprofit  postal  rate  increases  and 
permanently  reduce  the  need  for  large  revenue  forgone  outlays 
from  Congress. 

We  thank  you  for  this  opportunity  to  offer  testimony  to  the 
committee  and  look  forward  to  working  with  you  toward  effective 
solutions. 
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ABP 


Written  Statement 

of  the 

American  Business  Press  (ABP) 

Before  the  Subcommittee  on  Treasury, 
Postal  Service  and  General  Government 
of  the  House  Committee  on  Appropriations 

March  25,  1993 

The  American  Business  Press  (ABP)  is  the  association  of 
over  700  profit,  business,  trade,  professional,  medical  and 
scientific  periodicals,  edited  and  distributed  to  professionals 
throughout  the  nation  and  throughout  the  world.  ABP  member 
publications  include  Advertising  Aoe.  Billboard.  Chemical 
Engineering.  Datamation.  Industry  Week.  Medical  Economics.  Modern 
Medicine.  Nature  Magazine.  Railway  Age,  and  Sea  Technology. 

ABP  has  consistently  opposed  subsidized  postal  rates  for 
nonprofit  and  other  preferred  rate  mailers,  both  before  and  after 
postal  reorganization.  ABP  member  publications  (and  often  other 
for-profit  publications)  face  significant  competition  from 
nonprofit  periodicals  for  advertising  pages  and  for  readership 
circulation.  Distinguished  for-profit  medical  journals  like  the 
American  Journal  of  Medicine  that  pay  full  postal  rates  and  taxes 
on  net  income  must  compete  against  periodicals  like  the  Journal  of 
the  American  Medical  Association  or  the  Annals  of  Internal 
Medicine,  published  by  the  American  College  of  Physicians. 


AmiTicin  Biislnes;.  Press 
l.'?i'  \iu  'Nork  Axfiuie,  \.\V, 

•^uitc  lino 

\\,i-liMi.;t..n.  IK'  :iK)05-47W 

202  S--  4.  1^'  •  l,i\  :o:  .193-2866 
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Nature  Magazine,  an  ABP  member  on  whose  pages  can  be 
found  widely-discussed  scientific  articles  by  Nobel  Laureates  on 
such  subjects  as  genetics,  biology  and  astronomy,  faces  active, 
subsidized  competition  both  for  advertising  and  for  subscribers 
from  Science  Magazine,  published  by  the  American  Association  for 
the  Advancement  of  Science.  Science  aggressively  solicits 
advertising  pages,  as  demonstrated  by  the  attached  Science 
promotional  piece  distributed  to  potential  Science  advertisers. 
Obviously,  Science  benefits  from  second-class  rates  lower  than 
those  paid  by  Nature,  just  as  the  nonprofit  Smithsonian  or  National 
Geographic  magazines  benefit  from  rates  lower  than  those  paid  by 
for-profit  consumer  magazines.  Science  also  promotes  its 
advertising  and  circulation  by  use  of  a  low  third-class  rate  not 
available  to  Nature,  which,  like  Science,  must  communicate  with  its 
scientific  membership. 

Often,  for-profit  publishers  are  selected  by  nonprofit 
medical  or  scientific  organizations  to  publish  the  organizations' 
official  journals.  These  journals  are  mailed  at  regular  rates.  A 
few  examples  would  include  the  American  Journal  of  Kidney  Disease, 
which  is  the  official  journal  of  the  National  Kidney  Foundation, 
published  by  W.B.  Saunders  Publishing  Co.  in  New  York;  the  American 
Journal  of  Hypertension,  the  official  journal  of  the  American 
Society  of  Hypertension,  published  by  Reed  Elsevier;  and  Neurology, 
the  official  journal  of  the  American  Academy  of  Neurology, 
published  by  AVANSTAR  Publishing  in  Duluth,  Minnesota.  These 
outstanding  peer-review  journals  do  not  receive,  and  do  not  ask  for 
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or  need,  the  government  postal  subsidy  for  which  they  would  be 
entitled  if  they  were  directly  published  by  the  sponsoring 
nonprofit  organization.  Of  course,  the  Journal  of  the  American 
Medican  Association  and  the  Annals  of  Internal  Medicine  published 
by  the  American  College  of  Physicians  receive  subsidization. 

In  1970,  when  Congress  passed  the  Postal  Reorganization 
Act,  the  Senate-passed  version  of  the  legislation  would  have 
eliminated  preferred  rates  completely.  The  legislation  that 
finally  passed  Congress  preserved  subsidized  rates  for  nonprofit, 
in-county,  library  and  agricultural  periodicals;  but  it  also 
provided  in  Section  3627  of  the  Act  that,  if  there  is  a  failure  of 
appropriations,  the  Postal  Service  would  raise  rates  on  subsidized 
mailers,  so  that  costs  of  nonprofit  mail  will  not  be  passed  on  to 
other  mailers. 

In  1985,  Congress  cut  a  potential  $1.2  billion  nonprofit 
subsidy  to  $749  million  as  part  of  a  deficit-reduction  package;  and 
the  Governors  of  USPS  exercised  their  authority  to  raise  preferred 
mail  rates  to  make  up  the  shortfall.  The  sky  did  not  fall  when 
Congress  drew  that  line  in  1985,  it  did  not  fall  when  the  subsidy 
fell  to  $480  million  last  year,  and  it  will  not  fall  if  the  subsidy 
is  reduced  to  the  $92  million  now  requested  by  the  President,  money 
that  primarily  will  fund  mail  for  the  blind,  a  completely  separate 
function  from  subsidizing  second-,  third-  and  fourth-class  mail. 

Postmaster  General  Runyon  has  explained  the  serious 
fiscal  consequences  of  Congress's  having  prevented  the  Postal 
Service  from  raising  nonprofit  rates  when  there  have  been  failures 
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of  appropriations,  such  as  in  1992  and  1993.  As  a  result  of  this 
Congressional  action,  there  is  now  a  $500  million  operating  cost 
being  carried  forward  by  USPS  which  will  have  to  be  made  up  by  all 
mailers  in  the  next  rate  case.  An  additional  $500  million  will  be 
required  in  FY  1994  to  cover  costs  of  nonprofit  mail.  If  Congress 
again  blocks  USPS  from  collecting  this  amount  from  nonprofit 
mailers  causing  the  expense,  then  taxpayers  will  have  to  pay  the 
accumulated  $1  billion,  and  a  new  rate  case  will  almost  certainly 
have  to  be  filed  earlier  than  would  otherwise  have  been  necessary. 

The  revenue  foregone  subsidy  has  outlived  whatever 
usefulness  it  originally  may  have  been  perceived  to  have. 
Growing  federal  budget  deficits  have  made  this  inefficient, 
wasteful  use  of  taxpayer  funds  a  low  priority,  if  not  one  of  the 
lowest  priorities  in  the  list  of  national  priorities.  ABP  fully 
agrees  with  President  Clinton's  economic  message  of  February  17, 
1993,  which  states  that  the  postal  subsidy  "is  an  inefficient  means 
of  supporting  charitable  and  nonprofit  organizations,  particularly 
compared  to  the  support  provided  by  the  tax  deduction  allowed  for 
charitable  contribution." 

But  it  is  just  as  inefficient  and  inequitable  to  transfer 
the  cost  of  paying  for  nonprofit  mail  from  taxpayers  to  other 
mailers,  including  the  general  public.  Postal  rate  stability  for 
the  entire  nation  is  threatened,  as  Postmaster  General  Runyon  has 
stated  to  this  Subcommittee,  by  these  ever-growing  costs.  With  all 
of  the  proposed  cuts  and  fee  increases  in  Medicare,  Social 
Security,  rural  electrification,  national  parks  and  other  popular 
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federal  programs,  there  is  no  reason  to  maintain  an  out-of-date 
postal  subsidy,  whether  the  subsidy  is  funded  by  appropriation  or 
by  raising  postal  rates  for  everyone  to  pay  for  nonprofit  rates. 

This  Subcommittee  should  appropriate  no  funds  at  all  to 
subsidize  the  rates  of  any  mail  class,  with  the  exception  of  free- 
f or-the-bl ind .  USPS  then  should  be  directed  to  exercise  its 
statutory  authority  to  raise  preferred  rates  to  levels  necessary  to 
fully  compensate  USPS  for  present  and  past  expenses  of  carrying 
this  mail.  This  would  replace  charging  the  cost  of  carrying 
nonprofit  mail  to  those  now  paying  full  rates  or  to  taxpayers 
generally.  In  the.  waste  list,  this  particular  subsidy  should  once 
and  for  all  be  ended. 

Attachment 
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Children  s 


8001  Frosi  Streei  Blair  L.  Sadler,  J.D. 

San  Diego    .  President  and 

California  92123  Chief  Executive  OfTicer 

(619)576-5911 
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The  Honorable  Steny  Hoyw,  Giairman 

Subcommittee  on  Treasury,  Postal  and  General  Government  Appropriations 

H-164  The  Capitol 

Washington,  DC  20515 

Dear  Chairman  Hoyer: 

Thank  you  very  much  for  giving  me  the  opportunity  to  testify  before  your 
subcommittee  on  March  25  on  behalf  of  Children's  Hospital  and  Health  Center  of  San  Diego. 
However,  due  to  scheduling  conflicts  I  will  be  unable  to  appear  personally  before  you. 
Instead,  I  would  like  to  request  that  you  read  this  letter  into  the  hearing  record. 

I  would  like  to  begin  by  thanking  you  for  your  past  enthusiasm  for  and  support  of  the 
pediatric  Patient  Care  Pavilion  at  Children's  Hospital.   In  Fiscal  Year  1991,  your 
Subcommittee  provided  a  $1.75  million  grant  to  the  Children's  Hospital  and  Health  Center  of 
San  Diego  for  the  architectural  and  engineering  activity  and  site  preparation  for  the  Pavilion, 
which  was  opened  in  February  of  this  year.   Given  the  explosive  growth  in  the  southern 
California  region,  the  initial  grant  provided  an  important  foundation  for  the  development  of 
this  Center. 

As  other  hospitals  in  San  Diego  have  reduced  or  eliminated  their  commitment  to 
pediatrics.  Children's  has  emerged  as  the  only  hospital  in  the  region  with  dedicated  pediatric 
services  in  trauma,  child  abuse,  intensive  care,  pulmonary  and  ventilator  dependent  care,  and 
rehabilitation.   Children's  Hospital  is  recognized  internationally  as  a  center  of  excellence  in 
the  care  and  treatment  of  severely  injured,  acutely  and  chronically  ill,  and  abused  children. 
In  addition,  Children's  is  the  only  provider  of  pediatric  trauma  care  in  the  greater  San  Diego 
metropolitan  area.   In  fact,  since  1984,  San  Diego  county  has  mandated  that  Children's 
Hospital  serve  as  the  sole  center  for  treating  child  trauma  victims  aged  0  to  14,  as  part  of  a 
county-wide  trauma  treatment  system.   This  mandate  extends  to  military  dependents  as  well, 
and  Children's  Hospital  provides  services  to  a  vast  number  of  Navy  and  Marine  Corps 
dependents  associated  with  the  numerous  military  installations  in  and  around  San  Diego. 

This  centralization  of  pediatric  expertise  in  the  region's  only  comprehensive  pediatric 
medical  center  has  enabled  Children's  Hospital  to  develop  urgently  needed  medical  programs 
that  might  not  otherwise  have  been  supported  in  a  fragmented  pediatric  health  care  system. 
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The  new  Pediatric  Patient  Care  Pavilion  at  Children's  Hospital  includes  the  first 
pediatric  emergency  center  in  the  region,  1 14  new  inpatient  beds,  a  greaUy  expanded 
ambulatory  care  clinic,  and  essential  improvements  to  the  hospital's  roadway  access  for 
emergency  vehicles  and  patients. 

Of  the  114  additional  beds  housed  in  the  new  wing,  60  will  be  new  medical  beds,  24 
will  make  up  a  new  pediatric  intensive  care  unit,  and  30  will  be  designated  as  special  care 
beds.   The  floors  of  the  Center  have  been  designed  to  enhance  privacy,  lower  noise  levels, 
and  increase  efficiency.   There  will  be  optimal  distance  between  beds,  and  nursing  stations 
and  a  nursing  station  will  be  in  view  of  each  bed.   The  medical  wings  will  be  designed  to 
enable  one  or  both  parents  to  sleep  in  the  room  with  their  child.   This  will  allay  the  fears  and 
anxiety  of  both  parent  and  child  patient  and  allow  for  a  speedier  and  more  complete 
recovery. 

The  addition  of  these  1 14  pediatric  beds  is  anticipated  to  provide  adequate  bed 
capacity  for  the  children  of  the  San  Diego  area  through  the  year  2010.   With  the  addition, 
Children's  Hospital  no  longer  will  be  forced  to  deny  admission  to  any  seriously  ill  child  as  a 
result  of  insufficient  bed  availability. 

The  second  major  element  of  the  hospital's  new  Patient  Care  Pavilion  is  the 
establishment  of  San  Diego's  first  dedicated  pediatric  emergency  center.   The  emergency 
center  contains  a  triage  area,  three  resuscitation  rooms,  seven  emergency  exanunation  rooms, 
and  a  three  bed  holding  unit.   In  addition,  the  emergency  center  has  been  designed  to  house 
the  innovative  and  highly  successful  Physician's  Evening  Referral  Clinic.   At  this  after-hours 
clinic,  physicians  care  for  more  than  4,000  children  each  year.   This  clinic  already  has 
greatiy  enhanced  the  access  of  pediatric  health  care  to  the  children  of  the  San  Diego  area. 
Because  of  the  tremendous  growth  in  the  number  of  children  requiring  emergency  care  and 
because  of  Children's  designation  as  the  county's  sole  pediatric  trauma  center,  a  dedicated 
pediatric  emergency  center  with  a  special  transport  entrance  for  emergency  vehicles  was 
among  one  of  the  highest  priorities  for  Children's  Hospital. 

The  Pavilion  also  allows  the  hospital  to  more  fully  develop  its  expertise  in  the  area  of 
ambulatory  care.   Outpatient  care  is  efficient,  economical,  and  less  disruptive  to  the  normal 
routines  of  patients  and  their  families.   The  new  outpatient  department  is  twice  the  size  of  the 
current  overcrowded  clinic  space  and  includes  42  exam  rooms,  three  procedure  rooms, 
chemotherapy  rooms  for  children  with  cancer,  and  an  isolated  entrance  for  immuno-deficient 
pediatric  patients. 

As  you  can  see,  we  at  Children's  Hospital  believe  that  this  facility  makes  great  strides 
not  only  in  ensuring  access  to  the  necessary  pediatric  medical  facilities  for  the  residents  of 
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the  Southern  California  region,  but  also  in  maximizing  patient  comfort  and  improving  patient 
outcomes.    Much  of  our  ability  to  accomplish  such  a  far-reaching  goal  was  due  directly  to 
the  support  of  this  subcommittee. 

Subsequent  to  the  opening  of  the  new  Pavilion,  Children's  Hospital  is  now  able  to 
increase  its  commitment  to  the  provision  of  pediatric  cardiology  services  through  the 
establishment  of  a  new  heart  center.   While  heart  disease  is  often  thought  of  as  a  condition 
that  afflicts  older  individuals,  children  actually  suffer  the  ravages  of  heart  disease  in  large 
numbers.   In  fact,  diseases  of  the  heart  and  congenital  anomalies  are  both  among  the  top  five 
leading  causes  of  death  in  children  aged  1  to  9  years.    We  are  currently  working  on  the 
design  of  a  new  Cardiac  Catheterization  Center,  which  will  provide  the  region's  first  state-of- 
the-art  pediatric  heart  facility  designed  specifically  for  the  needs  of  children.    Further,  it  will 
allow  for  the  best  treatment  methods  to  be  identified  and  implemented  at  a  lower  cost.   Your 
assistance  in  the  planning  of  the  new  Pavilion  has  provided  the  Hospital  with  the  ability  to 
move  forward  on  this  next  challenging  objective. 

I  have  enclosed  copies  of  two  news  articles  about  the  new  Pavilion  for  your  reference. 
Once  again,  on  behalf  of  the  Children's  Ho^ital  and  Health  Center  of  San  Diego  —  and  the 
children  of  the  Southern  California  region  ~  thank  you  for  your  support  and  assistance. 


Sincerely, 


ilair  Sadl 
President 
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A  Castle  tor  Caring 

The  new  pavilion  at  Children's  Hospital  puts  state-of-the-art  medical 
technology  in  a  fantasyland  setting 


BY  SUSAN  TERPENING 


An  architectural  rendering  of  the  Patient  Care  Pavilion  at  Children's  Hospital. 
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'%    yy    r  ALKING  down  the  corridors  of  children's  Hospital  &  Health  Center,  I 

\  \j    I     see  children,  lots  of  children,  in  beds  and  in  playrooms,  some  sick,  some  recov- 

\  \  /      ering.  All  are  veiy  small,  at  least  to  me.  In  one  room,  I  inadveitently  see  a  little 

V  V  boy  getting  his  temperature  taken.  He  sits  on  the  bed  in  his  underwear,  flushed 
and  sweaty.  The  nurse  speaks  to  him  in  a  gentle  voice.  I'm  uncomfortable.  I  feel  guilty  for  being 
a  healthy  adult 

One  thought  reassures  me  as  I  make  my  way  dovm  the  corridor  At  least  that  sick  little  tray 
is  here.  He  and  all  the  other  children  are  tieing  cared  for  in  a  hospital  exclusive  to  their  needs — a 
hospital  that  has  done  some  truly  amazing  things  in  its  almost  40-year  history  and  is,  fortunate- 
ly, expanding  its  services. 

"^e've  had  to  turn  away  a  large  number  of  children  over  the  past  eight  to  10  years  solely 
because  we've  been  full.  However,  we  always  take  the  sickest  kids,  regardless  of  age,  medical 
condition  or  payer  status,"  says  Blair  Sadler,  president  and  chief  executive  officer  of  Children's 
Hospital.  "In  a  pediatric  hospital,  if  your  occupancy  is  90  percent.'  you're  really  at  100  percent, 
due  to  the  fact  that  children  with  infectious  illnesses  cannot  share  rooms.  Here,  we've  had  an 
average  occupancy  of  more  than  80  percent  for  the  last  several  years — that's  the  average."  he 
stresses. 

San  Dieco  Magazine  •  Februaky  1993 
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That  80  percent,  however,  will  fii  more  comfortably  into  the 
hospital  when  the  new  Patient  Care  Pavilion  is  completed  this  month. 
This  monumental,  prototypical  structure  houses  a  bigger  outpatient 
facility,  a  much-needed  emergency  room  (Children's  shared  an 
emergency  room  with  neighboring  Sharp  Memorial),  a  medical 
unit,  a  pediatric  intensive-care  unit  and  a  special-care  unit.  The 
pavilion  will  add  114  beds  to  the  existing  hospital,  all  in  single  and 
double  rooms. 

"We  wanted  to  develop  a  non-intimidating  environment  for 
children."  explains  Sadler  about  the  pavilion's  design.  "There's  a 
playful,  fanciful  feeling  about  the  exterior  and  the  interior.  It's  truly 
one  of  a  kind." 

A  combination  of  Horton  Plaza,  the  Hotel  del  Coronado  and 
Disneyland's  Small  World  (minus  the  gold  leaf),  the  Patient  Care 
Pavilion,  seen  by  anyone  driving  Interstate  SOS,  is  hard  to  miss.  De- 
signed by  NBBJ,  a  Seanle-based  architectural  team  icnown  for  its 
work  on  children's  health-care  facilities  throughout  the  country,  it  is 
a  stunning  structure,  looking  more  like  a  postmodern  castle  than  a 
hospital,  with  its  cupolated  rooftops  and  grand  clock  tower.  The  in- 
terior is  even  more  formidable. 

Pastel  linoleum  floor  tiles  are  laid  out  checkerboard  style.  The  walls  are  either  painted  or 
papered  in  the  softest  of  shades,  complemented  by  colorful  artwork.  The  rooms,  many  of  which 
are  single-bed,  are  spacious  and  cheerful,  and  the  ones  I  saw  had  private  bathrooms  with  bath- 
tubs Those  located  on  the  second-floor  medical  unit  open  onto  a  grassy,  park-like  courtyard, 
where  a  whimsical,  vividly  tiled  mosaic  sculpture  invites  curious  speculation. 

Most  impressive  are  the  nurses'  stations,  which  are  constructed  as  miniature  houses  with 
pitched  roofs  and  mock  chimneys.  Rounded  ceilings  above  the  "houses"  are  painted  to  look  like 
the  sky.  where  controlled  lighting  allows  for  twinkling  stars  and  a  moon  to  come  out  at  night. 

BEAUTIFUL,  YES.  Excessive,  maybe.  Expensive?  According  to  Sadler,  no.  "We  have  been 
very  careful  in  terms  of  cost,"  he  assures.  The  cost  per  square  foot  is  right  in  line  with  the  last 
eight  or  nine  hospitals  that  have  been  built  in  the  San  Diego  area  since  19S7.  We're  right  in  the 
middle  range,  and  we're  proud  of  that  because  we  have  built  not  only  a  traditional,  ef- 
ficient hospital  in  terms  of  function  but  have  added  a  special  dimension  that  appeals  to 
kids.  And  we've  done  that  by  being  extremely  careful  about  the  design,  the  materials, 
the  architects  and  contractors. 

"We  haven't  compromised  efTiciency  for  design,"  he  continues.  "The  cupolas  in  the 
rxjofline  house  electrical  and  air-conditioning  systems.  The  clock  lower  is  basically  a 
'skin'  around  a  set  of  required  emergency  exterior  stairs.  They  had  to  be  there,  so  why 
not  make  them  look  good?  It  was  our  responsibility  to  the  community  to  not  be  more  ex- 
pensive than  we  had  to  be." 

If  the  pavilion  is  in  the  middle  range  in  terms  of  cost  (the  $58.4  million  price  tag  in- 
cludes a  l.(X)0-car  parking  garage  and  the  construction  of  several  roadways  leading  to 
the  pavilion),  I  wonder  what  a  hospital  in  the  high  range  might  look  like.  Is  high-concept 
design — or  "hospital  as  hotel" — the  new  standard  for  future  health-care  facilities? 

My  thoughts  are  interrupted  when,  back  in  the  original  building  (which  will  even- 
tually be  upgraded  and  renovated  to  match  the  interior  of  the  pavilion).  I  see  three  smil- 
ing toddlers  dressed  in  the  tiniest  of  hospital  gowns  drawing  and  fmger  painting  in  one 
of  the  hospital's  small  playrooms.  I  imagine  them  in  the  Patient  Care  Pavilion,  marvel- 
ing at  the  twinkling  stars  or  playing  in  the  spacious  courtyard,  and  I  imagine  them  being 
very  content. 

I  am  reminded  of  what  Blair  Sadler  said  when  I  first  addressed  the  necessity  of  a 
children's  hospital.  "The  needs  of  children  are  very  differenC  he  explained.  "Kids  are 
not  little  adults,  and  they  cannot  be  treated  as  such."  I  think  of  the  scared,  sick  little  boy 
getting  his  temperature  taken,  and  I  have  to  agree.  O 

San  r^iFcn  Macatinf  •  Pfuphaov  too^ 


Above:  The  "little  house" 
theme,  as  shown  here  in 
one  of  the  medical  unit's 
single-bed  rooms,  is  re- 
flected throughout  the 
pavilion. 


Below:  The  pavilion's 
grand  clock  tower  will 
serve  as  a  symbol  for 
Children's  Hospital. 
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Happy  feeling:  A  statue  of  kids  at  play 
adds  to  the  upbeat  tone  at  Children's 
Hospital's  new  pavilion.  Story,  B-3. 


508 


Being  sick's  no  fun,  but .  • . 


Children's  Hospital's 
new  facility  provides 
neat  place  to  get  well 


BrCHeAvi.ciJuuc 

St^  Wriur 

I{  DUne7l««i  daigned  1  ho»- 
piul,  tt  mieM  resemble  tbe 
new  patient  cuy  piviUon 
dedicated  yestcrdir  >t  Children's 
HcMpltil.  whh  ttAT-cwiokled  ceO- 
ingt.  doObouae-ttke  nursing 
suboos.  upbeat  colon  and  loter- 
Ktiveart. 

.  'WewantedtodetlgDapboe 
that  was  aa  plarful.  findful  and 
happy  aa  poaalbte.*  aaid  boapHal 
Presideat  Blair  U  Sadler. 

The  $SS.4  mfflkm  project* 
whidi  win  open  in  ptuaet  M3R 
month,  adds  64  pe<Uatric  care 


"We  wanted  to 
design  a  place  tliat 
was  as  playful, 
fanciful  and  happy 
as  possible. . .  a 
place  that's  friendly 
to  kids. . .  that 
creates  a  sense  of 
wonder." 


eUUn  L.  SADLER 


beds  to  the  Keamr  Mesa  facili- 
ty's 154  beds.  It  abo  doubles  the 
number  of  outpatient  clink  beds 
to  36  and  eaubtishes  the  area's 
only  emergency  department  (or 
children. 

At  the  dedication  ceremony 
yesterday  morning.  Sadler  toW 
several  hundred  people  that  the 
[adlity  "is  i  place  that's  friendly 
to  kids. .  . .  that  creates  a  sense 
of  wonder. 

'Every  aspect  has  been  design- 
ed to  contritate  to  the  healing 
process,*  he  said. 

A  sculpture  of  chiMrm  joying 
with  kites  was  unveiled  st  the 
ceremony,  and  s  small  procession 


of  children  wbo  have  been 
treated  at  ChOdren't  Hotpltil  led 
the  way  aa  guesU  wera  birtted  to 
seetbeoewboDdint. 

Free-pobUc  toura  will  be  ei- 
fered  tooKXTow.  Tueadfy  aad 
Wedneaday  froo  &ooa  to  B  pjn. 
The  three-atory  stntcture  wQI 
let  the  40-year4ld  boapltal  re- 
dace  occupancy  b  aome  rooms 
from  four  patlenta  —  wHh  par- 
enU  aleepoig  oo  ccca  or  on  the 
floor  —  to  two.  a  spokesman 
sakL 

'    The  vacated  area  of  the  exist- 
ing bo^ftal  wQ  be  remodeled, 
and  eveotnaOf  wm  (Dchide  the 
aur^eal*  neonatal  fattenafre  care, 
rehabOhation  and  aartlcal  mha, 
as  wen  aa  a  parent  center  and 
parent  resource  Sbrtry. 

In  the  Aew  bocpitiL  moat 
roooM-wfll  be  ^^  oocnpaacy,. 
and  pareaxa  wfn  be  able  to  stay 
ovendght  Nearly  everTtblng 
about  the  new  hoapltal.  bdnfing 
fuiniCUrfl  and  etiuipnw&t*  Is  tar 
loredtoacfalld'aKiaa.    * 

Coonter  topa  b  some  areas  are 
only  3  feet  M^  bw  cooogh  for  a 
chIM  to  iwe  orer. 

Sadler  aald  that  wttb  Sao  Die- 
go County's  rapid  populatkn 
growth  b  the  19&0t.  "we  were 
tumbg  bds  away  aotely  becauae 
we  were  out  o(  space.*  He  said 
that  b  recent  yeara  there  baa 
been  a  conaenaua  that  children 
have  ipedal  needs  that  can't  be 
met  by  boapitals  designed  for 
adulta. 

As  a  result,  more  than  100  pe- 
diatric beda  at  some  other  bo^ 
tals  were  converted  to  other  uses 
b  tiqrport  of  Children's  eaei^ 
gence  aa  a  re^ooal  health  center, 
hospital  officiili  s^d. 

Sadler  and  other  hospital  staff 
touted  the  cocKept  of  "beaflng 
throogh  aeathetica.'  the  befief 
that  a  child  who  Is  happy  about 
hb  environment  wID  get  well  (a»- 
ter. 

Hospital  offidab  boast  that 
Children'!,  more  than  any  other 
new  ho^ttal  b  the  natko.  has 
tried  to  design  ha  stracture  to 
make  diUdren  feel  leas  scared 
about  bebg  sick.  The  190,000 
square  feet  have  been  metieu- 
loualy  subdivided  so  kids  won't 
feel  overwhelmed. 

The  informatioo  desk  reaem* 
blea  a  big  toy  drum.  Instead  of 
one  large  waiting  room  b  the 
bbby,  smaller  seatbg  areaa  are 
acattered  throughout  the  first 
Door.  Several  meeting  areas  hsve 
amall  windows  to  ;nake  them  kx>k 
like  little  ahips.  and  most  patient 
rooms  hsve  kid-siie  bsthtuba. 

The  hospital  slso  devoted  a  k>t 
of  stteotioa  to  an  eclectic  coOec- 
tioo  of  art..spending  about 
$500,000  on  wan  hanginga  and 
other  piecea.  bdudmg  tiled  mu- 
rals with  moving  paru.  petting 
sculptures,  plastic  yellow  cactus- 
es in  the  halls  and  14  pelages, 
which  combine  polarized  tight 
and  ^aaa  b  a  form  that  changes 
m  Imsge  sod  color. 

The  ^eces  depict  chiMren 
with  laughing  faces,  aoimala, 
neigbborbooda  and  nature  —  all 
deatgoed  to  reduce  the  stress  felt 
by  a  child  who  ia  in. 


High  technology:  Electrician  Randy  Perkins  works 
inside  a  skylight  in  the  building's  reception  area. 


Dotted  throughout  the  new 
buMng'are  photographic  stories 
about  T^irade  Chlklren' who 
rirvived  criticil  Qbeaa. 

Chlklren  also  win  be  able  to 
chooM  from  a  catalog  the  art 
work  they  want  b  their  rooma. 
Or  they  can  draw  their  own.  ' 

Near  the  bospitara  new  en- 
trance at  3020  ChDdren'a  Way, 
the  brottce  sculpture  of  cbOdren 
trying  to  launch  a  kite,  called  In* 
spiratioo,*  b  rembiaoent  of  the 
bospitaTa  loga 

I^tlent  rooma  are  decorated  b 
bright  bhie,  mauve,  bvender, 
sea^oam  green  and  aalmon.  and 
all  have  homey,  pbybouse  stmos- 
pberes.  In  moat  rooms,  for  exam- 
ple, docks  have  been  built  bto 
towers  shaped  bto  the  walla. 

At  night,  ceilings  b  some  units 
wiD  Ugbt  up  IDce  starry  sUea. 

There's  a  k>t  to  occupy  a  child 
here.'  said  Linda  Rkhaiilaon,  a 
hospital  ipokeswoman. 

The  hospital's  exterior  abo  b 
designed  to  ease  a  patient's  snx^ 
ery.  lu  six  pitched  roofs  resem- 
ble six  bouses  in  s  neighborhood. 

The  new  tHiilding  w^  open  m 
sUges.  with  the  outpatient  imJt 
starting  Feb,  8,  the  medical  unit 
Feb.  17  and  the  critical<are  unit 
Feb.  23.  The  pedbtric  emergen- 
cy room  will  open  thb  summer. 


Blair  Sadler  and 
other  hospital  staff 
touted  the  concept 
of  "healing  through 
aesthetics,"  the 
beUefthatachUd 
who  is  happy  about 
his  environment 
will  get  well  faster. 


Sadler  satd  the  $58  million 
price  iodudes  a  parking  structure 
and  road  improvements.  It  is  be- 
mg  paid  for  by  a  $20  million  fund- 
raising  campaign  —  $1*  million 
of  which  has  been  raised  —  and 
through  tax-exempt  bonds. 


Sun  wriier  David  Graham 
cdtributed  10  ff«  'coort 
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MR.  FRED  D.  HIRT,  PRESmENT 
MOUNT  SINAI  MEDICAL  CENTER  OF  GREATER  MIAMI 


Mr.  Chairman,  and  members  of  the  Subcommittee,  thank  you  very  much  for  the 
opportunity  to  submit  testimony  for  the  record  on  the  Mount  Sinai  Medical  Center  of  Greater 
Miami's  Demonstration  Project  to  Improve  Surgical  and  Emergency  Outcomes  for  the 
Elderly. 

I  would  first  like  to  express  my  deep  appreciation  for  the  support  that  this 
Subcommittee  provided  for  the  Demonstration  Project  -  the  first  of  its  kind  in  the  country  ~ 
at  Mount  Sinai  Medical  Center  in  the  FY  1991  Treasury,  Postal  Service,  and  General 
Government  Appropriation  Act.   Although  many  of  you  are  already  femiliar  with  the  project, 
I  would  like  to  provide  a  brief  description  of  it  for  those  Members  who  are  new  to  the 
Subcommittee,  bring  you  up  to  date  on  the  progress  we  have  made  thus  far,  and  request  your 
support  for  the  next  phase  of  the  demonstration  project. 
Brief  Overview  of  the  Project/Request  for  Federal  Support 

Mount  Sinai  Medical  Center  of  Greater  Miami  will  demonstrate  how  medical  risks 
associated  with  surgical  operations  on  the  elderly  and  emergency  department  procedures  on 
the  elderly  can  be  minimized.  With  one  third  of  all  operations  performed  in  this  country  on 
the  elderly,  and  an  increasing  number  of  elderly  using  the  nation's  emergency  rooms,  the 
results  will  have  national  implications. 

While  the  population  continues  to  age,  the  elderly  will  continue  to  utilize  a 
disproportionate  amount  of  the  nation's  health  care  services.   For  example,  the  National 
Center  for  Health  Statistics  estimates  for  1990  indicate  that  approximately  13  million  surgical 
procedures  were  performed  on  those  people  aged  65  years  or  older  -  one-third  of  the  total 
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operaticms  performed.   Also,  surgical  rates  on  patients  90  years  of  age  and  older  have 
increased  nearly  fivefold  over  the  past  ten  years. 

With  the  $1.75  million  received  in  the  Treasury,  Postal  Service,  and  General 
Government  Appropriations  bill  for  Fiscal  Year  1991,  Mount  Sinai  has  completed  the 
planning  and  design  activities  for  the  component  of  the  project  designed  to  minimize  the 
medical  risks  associated  with  surgical  operations  on  the  aged.   The  surgical  tower  will  house 
16  state-of-the-art  operating  rooms  for  the  elderly,  utilizing  the  latest  in  design  configuration 
and  specialized  surgical  procedures,  two  12-bed  surgical  intensive  care  units  and  operating 
room  support  services.   Three  catheterization  laboratories  in  near  proximity  to  the  proposed 
surgical  tower  will  enhance  the  operations  performed  ont  the  elderly  by  providing  the  full 
range  of  cardiac  cathertization  procedures,  which  incorporate  innovative  techniques,  and 
advanced  technological  equipment,  and  directly  complement  the  cardiac  surgery  program  in 
the  new  operating  room  tower. 

As  our  project  moved  forward,  however,  it  became  apparent  that  one  major 
component  of  our  plan  to  improved  medical  outcomes  for  the  elderly  needed  to  be  addressed: 
the  emergency  dqKutment.  With  an  increasing  number  of  elderly  using  the  emergoicy 
department.  Mount  Sinai  recognized  that  it  is  often  the  point  of  entrance  for  an  older  patient 
who  begins  their  stay  at  Mount  Sinai.   A  January  1993  rqwrt  by  the  General  Accounting 
Office  cites  a  dramatic  increase  in  emergency  department  caseloads  from  84  million  in  198S 
to  99.6  millicm  in  1990.   One  of  the  most  common  factors  cited  by  hospitals  contributing  to 
this  increase,  was  the  elderly's  growing  use  of  emergency  departments. 

Similarly,  there  is  little  understanding  of  the  special  medical,  emotional  and 
psychological  needs  of  the  elderly  in  an  emergency  department  setting.   A  recent  study 
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published  in  Social  Work  in  Health  Care,  examined  the  elderly's  increased  reliance  on 
emergency  rooms  for  services  traditionally  provided  by  community  mental  and  health 
services'.   The  study  concluded  that  there  is  a  pressing  need  to  recognize,  both  in  terms  of 
coordination  and  cost  analysis,  that  emergency  departments  play  an  important  role  in  the 
access  of  prinuuy  care  and  the  coordination  of  services  for  older  people  for  both  medical  and 
psychological  problems. 

Therefore,  Mount  Sinai  has  modified  its  denumstration  project  to  conduct  actual 
demonstrations  and  research  on  all  four  phases  of  an  elderly  patient's  stay:  emergency 
dq>artment,  pre-operative,  operative,  and  post-operative.   By  focusing  the  demonstration 
project  on  each  phase  of  a  patient's  stay  at  Mount  Sinai,  Mount  Sinai  will  ensure  that  the 
demonstration  project  is  comprehensive  and  thorough. 

To  address  this  issue.  Mount  Sinai  will  raiovate  the  emergency  department  utilizing 
advanced  architectural  designs  and  procedures  that  take  into  account  the  emotional  and 
psychological  needs  of  the  elderly  patient.  Although  many  emergency  departments  are 
compartmentalized  and  self-contained.  Mount  Sinai's  emergency  dqxartment  will  be  designed 
to  create  an  atmosphere  of  spaciousness  and  openness  to  enhance  a  patient's  sense  of 
emotional  and  psychological  well-being.   Moreover,  Mount  Sinai  recognizes  that  emergency 
rooms  play  an  important  role  in  the  offering  of  primary  care  and  the  coordination  of  medical 
and  psychological  problems,  and  will  thus  offer  comprehensive  mental  health,  social,  and 
medical  emergency  services  to  its  elderly  patients.   Finally,  the  emergency  department  will 
contain  a  special  cardiac  services  unit  that  will  consist  of  8-10  emergency  beds,  state-of-the- 


'.  McCoy,  Kipp,  and  Ahem,  'Reducing  Older  Patioits'  Reliance  on  the  Emergency 
Department",  Social  Work  In  Health  Care.  1992. 
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art  cardiac  equipment,  and  specially  trained  nurses,  so  its  cardiac  patients  can  be 
appropriately  cared  for  and  monitored. 

We  are  convinced  that  our  initiative  to  improve  the  surgical  and  emergency  outcomes 
of  the  elderly  is  both  a  timely  and  innovative  one.   An  integral  part  of  the  future  success  of 
the  demonstration  project  will  be  the  establishment  of  a  new  operating  room  tower  and  a 
renovated  emergency  dqnrtment.   The  operating  tower  and  emergency  tower  will  offer 
specialized  services  for  the  elderly,  and  will  work  in  conjunction  with  each  other  to  better 
integrate  the  full  range  of  medical  services  offered  to  the  elderly  at  Mount  Sinai. 
Additionally  a  comparison  study  will  be  conducted,  which  will  use  retrospective  data 
collected  from  patients  who  have  been  operated  on  since  1988,  to  assess  the  differences  in 
surgical  outcomes.   The  research  plan  will  include  specific  measurements  and  baseline  data 
with  which  to  compare  improvements,  and  the  results  of  this  study  will  be  published  and 
available  for  use  nationally. 

To  move  the  construction  phase  of  the  emergency  dqxutment  and  operating  room 
tower  forward.  Mount  Sinai  is  able  to  spend  $10  million  in  Fiscal  Year  1994.   Because  we 
are  sensitive  to  the  fiscal  limitations  of  the  subcommittee,  we  would  request  the  maximum 
amount  available.   Mount  Sinai  will  contribute  the  remaining  $12  million  through  private 
contributicms. 

Progress  Made  with  FY  91  nrant 


A.        Construction-Related  Accomplishments  -  The  architectural  and  design  planning  for 
the  operating  room  tower  were  recently  completed,  financed  in  part,  by  the  Federal 
funds  appropriated  in  1992.  The  emergency  department  design  development  plans  and 
construction  documents  are  complete. 
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Completion  of  administrative  preliminary  review  by  the  Florida  Agency  For  Health 
Care  Administration  (AHCA)  and  professional  review  of  plans  and  layout  drawings 
was  accomplished  by  December  1992. 

B.  Engineering  -  A  preliminary  analysis  of  structural  requirements  for  proposed 
building  has  been  completed  and  a  study  of  impact  of  traffic  circulation  during  and 
after  construction  has  been  initiated.  Similarly,  planning  for  construction  logistics  (i.e. 
staging  area,  parking,  etc.)  is  underway. 

C.  Equipment  -  A  major  piece  of  equipment  has  been  purchased,  on  a  preliminary 
basis,  located  in  our  cardiac  catheterization  laboratory,  which  is  proximate  to  the 
surgical  tower,  to  enhance  the  operations  performed  on  the  elderly  by  providing  the 
full  range  of  cardiac  catheterization  procedures  and  directly  complement  the  cardiac 
surgery  program  in  the  new  operating  room  tower. 

D.  Design  —  An  analysis  of  historical  (back  to  1987)  inpatient  and  outpatient  surgery 
activity  at  Mount  Sinai  has  been  completed.   Projections  have  been  completed  to 
forecast  operating  room  volume  at  Mount  Sinai  through  1994  and  numerous  analyses 
have  been  conducted  regarding  economies  of  scale  that  may  be  gained  through 
centralizing  inpatient  and  outpatient  surgery.   Areas  of  study  include  staffing, 
supplies/inventory,  scheduling,  billing,  and  patient  processing. 

E.  Actual  Research-Related  Accomplislunents  -  Mount  Sinai  has  defined  the  principle 
and  subordinate  objectives  and  the  preliminary  methodology  of  the  project  and  has 
developed  a  data  base  of  operating  room  procedures  conducted  on  the  elderly  within 
the  institution. 

F.  Planned  Schedule  of  Research  Related  Accomplidunents  for  the  Project  — 

Recruitment  of  nurse  researcher  and  contract  with  a  statistician  for  preliminary 
analysis  of  historical  data  for  operating  room  procedures  to  be  used  as  comparison 
base  have  been  completed.  Additionally,  Mount  Sinai  has  developed  a  formal 
methodology  design  and  research  plan. 


Role  of  the  Federal  Government  in  Health  Care 

We  believe  the  Federal  government  has  a  pervasive  role  in  the  medical  care  and 
treatment  of  the  elderly.   This  role  includes  research,  teaching  and  training,  health  care 
delivery  and  establishing  standards.   One  place  where  the  Federal  government  helps  establish 
standards  is  in  the  area  of  construction  criteria.  These  standards  -  which  are  specifically 
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outlined  in  the  Uniform  Accessibility  Standards  (UFAS)  and  include  standards  for  medical 
facilities  -  were  developed  by  the  General  Services  Administration  (GSA)  ,  the  Department 
of  Housing  and  Urban  Development  (HUD),  the  Dqxirtment  of  Defense  (DOD),  and  the 
United  States  Postal  Office  for  Federal  and  Federally-funded  buildings. 

So  that  these  standards  become  current,  however,  the  Federal  government  and  the 
health  industry's  standards  need  to  be  modified  in  the  critical  area  of  health  care  facilities  for 
the  elderly.  Specific  design  criteria  should  therefore  be  developed  by  GSA  to  be  used  as  a 
guide  for  architects  and  engineers  who  are  planning  and  designing,  respectively,  health  care 
facilities,  including  operating  rooms  and  emergency  rooms,  to  ensure  that  they  are  built  to 
increase  the  successful  medical  procedures  performed  on  the  elderly. 

GSA  can  play  a  critical  role  in  supporting  this  demonstration  project  by  amoiding  the 
architectural  regulations  (Uniform  Federal  Accessibility  Standards)  which  establish 
requirements  for  Federal  and  Federally-funded  buildings. 

Mount  Sinai's  Demonstration  Project  to  improve  surgical  and  emergency  outcomes  for 
the  elderly  will  assist  GSA  in  determining  appropriate  standards  and  criteria  for  treatment 
£Kilities  and  operating  rooms  for  the  elderly. 
Mount  .Sinai  Mwlifal  T^ntPr  nt  Orpatpr  MlamlU  tSmertise.  Emeriencg.  and  Ideal 

Tjisaikm 

Over  fifty  yean  of  experience  has  provided  Mount  Sinai  Medical  Coiter  with  the 
medical  expertise  necessary  to  serve  as  a  learning  laboratory  for  the  nation  by  conducting 
actual  demonstrations  and  extensive  research  on  how  to  minimize  the  medical  risks  associated 
with  surgical  operations  performed  on  the  elderly. 
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A  707  bed  teaching  hospital  affiliated  with  the  University  of  Miami  School  of 
Medicine,  Mount  Sinai  is  the  largest  not-for-profit  hospital  in  South  Florida.   Mount  Sinai 
provides  an  extensive  range  of  medical  and  surgical  specialty  services  in  both  inpatient  and 
outpatient  settings,  as  well  as  numerous  community  outreach  programs.   Each  year.  Mount 
Sinai  provides  care  to  more  than  18,000  inpatients,  30,000  Emergency  Department  patients, 
and  40,000  patients  in  30  specialty  clinics. 

As  a  teaching  hospital.  Mount  Sinai  supports  residency  programs  and  participates  in 
affiliated  programs  with  the  University  of  Miami  School  of  Medicine.   These  program 
involve  a  house  staff  of  approximately  160  residents  and  fellows.   The  Medical  center  also 
has  its  own  schools  of  Medical  Technology,  Nuclear  Medicine  Technology,  Diagnostic 
Ultrasound  and  Radiologic  Technology.   In  addition.  Mount  Sinai  is  actively  involved  in 
clinical  and  biomedical  research,  including  support  of  the  free-standing  Harry  S.  Pearlman 
Biomedical  Research  Institute. 

Many  innovative  techniques  have  originated  at  Mount  Sinai,  including  implantation  of 
an  atomic  pacemaker  and  new  methods  of  treating  chronic  and  acute  pain.   A  Sleep  Disorder 
Center  and  an  outstanding  laboratory  for  the  diagnostic  and  treatment  of  respiratory  disease 
are  part  of  Mount  Sinai's  nationally  recognized  Pulmonary  Department. 

The  Theodore  Baumritter  Institute  houses  the  world's  largest  medical  cyclotron. 
Mount  Sinai's  Radiology  Dq>artment  maintains  a  leadership  role  in  medical  technology 
through  the  Mary  Ann  and  James  L.  Knight  Magnetic  Resonance  Imaging  (MRI)  Center, 
which  houses  two  MRI  scanners  used  for  clinical  diagnosis  and  research. 

In  addition  to  Mount  Sinai's  contribution  to  the  medical  field,  it  has  also  significantly 
contributed  to  the  community  by  making  medical  care  more  accessible  to  indigent  patients. 
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Mount  Sinai  provides  one-third  of  all  chanty  care  made  available  by  all  hospitals  in  Dade 
County,  with  the  exception  of  the  only  public  hospital  (Jackson  Memorial),  but  is  not 
reimbursed  for  providing  this  care.   Moreover,  Mount  Sinai  also  meets  the  medical  needs  of 
more  minority  and  non-paying  patients  than  any  other  private  hospital  in  South  Florida. 

Mount  Sinai  Medical  Center  of  Greater  Miami  provides  an  ideal  location  for 
establishing  a  national  demonstration  to  improve  medical  care  provided  to  the  elderly. 
According  to  the  U.S.  Census  Bureau,  in  1990,  18.3  percent  of  Florida's  population  was 
over  the  age  of  6S  years,  as  compared  to  12.6  percent  of  the  nation  as  a  whole.  In  Miami 
Beach,  30  percent  of  the  population  is  over  age  65.   Reflective  of  Miami  Beach's  elderly 
population.  Mount  Sinai  provided  nearly  90,000  patient  days  in  1992  to  individuals  65  years 
and  older.   This  number  represents  60  percent  of  the  Medical  Center's  total  patient  days. 

Request  for  Federal  Support 

This  national  demonstration  project,  which  will  examine  the  complex  issues 
surrounding  the  fastest  growing  sector  of  the  population  -  the  elderly  -  will  be  the  first  of 
its  kind  in  the  country.   We  are  ready  to  move  forward  on  this  project  and  will  be  ready  to 
spend  $10  million  in  fiscal  year  1994.   Because  we  are  sensitive  to  the  fiscal  limitations  of 
the  subcommittee,  however,  we  would  request  the  maximum  amount  available.   As  this  is  a 
cost-shared  project,  Mount  Sinai  will  raise  the  remaining  $12  million. 

Thank  you  for  your  time  and  consideration  of  this  request. 
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Testimony  Submitted  for  the  Record 

Governor  Raymond  P.  Shafer,  Chairman 
National  Advisory  Council  on  the  Public  Service 

to  the 

House  Appropriations  Subcomittee  on 
Treasury,  Post  Office  and  General  Government 

March  25, 1993 


The  National  Advisory  Council  was  created  by  Congress  (P.L.  101-363) 
and  charged  with  monitoring  the  status  of  the  Federal  workforce  and  making 
recommendations  designed  to  ensure  a  national  public  service  comprised  of 
people  with  the  expertise,  training,  and  motivation  to  meet  the  challenges  of  the 
21st  century. 

This  Council  is  a  result  of  the  work  of  the  National  (Volcker)  Commission 
on  Public  Service  which,  in  its  1989  report,  warned  of  a  "quiet  crisis'  in  Federal 
service  as  a  generation  of  experienced  public  servants  were  ready  to  leave 
Federal  service  due  to  lost  purchasing  power,  declining  public  respect  and 
bureaucratic  frustrations,  while  young  people  were  disinterested  and 
discouraged  from  joining  the  ranks. 

How  serious  an  issue  is  the  quality  of  the  Federal  workforce? 

Comptroller  General  Charles  Bowsher  in  a  December  1992  GAO  report  on 
the  public  service  stated  that  "the  need  to  acquire  and  retain  a  competent  and 
motivated  workforce  is  critical  to  the  successful  implementation  of  the 
government's  programs". 

Former  Vice  President  Walter  Mondale  described  it  this  way: 

"Is  'okay'  enough  far  those  who  direct  the  next  Shuttle  mission  ?  After  Three  Mile  Island 
and  Chernobyl,  what  level  of  competence  do  we  want  inspecting  our  nuclear  plants.  The 
next  time  you  take  an  air  flight,  do  you  tell  your  family  not  to  worry,  the  controllers 
aren't  the  best  but  they  are  okay." 
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Among  its  45  recommendations,  the  Volcker  Commission  called  for  the 
creation  of  an  independent  advisory  council  charged  with  monitoring  the 
ongoing  state  of  national  public  service  and  making  recommendatiorw  for  its 
improvement  as  appropriate.  The  National  Advisory  Council  on  the  Public 
Service  fulfills  that  vision  of  a  continuing  mentor  and  advocate  for  the  highest 
quality  Federal  workforce. 

In  creating  the  National  Advisory  Council  on  the  Public  Service,  Congress 
stated  that  "national  public  service  should  be  accorded  a  high  and  continuing 
place  on  the  national  agenda"  and  that  a  need  existed  for  greater  advocacy  on 
behalf  of  those  performing  national  public  service.  Since  that  legislation  was 
adopted  in  1990,  the  need  to  assess,  strengthen  and  support  the  Federal 
workforce  has  only  grown.  The  challenges  which  confront  our  nation  continue 
to  grow  in  number  and  urgency,  while  the  nation's  fiscal  crisis  will  necessitate 
doing  more  with  less.    A  highly  skilled,  highly  productive  national  public 
service  is  more  critical  than  ever. 

The  Council's  functions  are  as  follows: 

•  Regularly  assess  the  state  of  the  Federal  Workforce 

•  Seek  to  attract  individuals  of  the  highest  caliber  to  national  public 
service 

•  Promote  a  better  understanding  of  the  role  of  Federal  employees  in 
implementing  government  programs  and  policies 

•  Encourage  efforts  to  build  student  interest  in  public  service 

•  Develop  methods  for  improving  motivation  and  encouraging  excellence 
within  the  Federal  workforce. 

During  its  three  year  tenure,  the  Council  will  make  annual  reports  to  the 
President  and  Congress.  Its  final  report  will  contain  the  Council's  findings, 
conclusions  and  recommendations  for  appropriate  legislation  or  administrative 
action.  The  Council's  1993  budget  appropriation  was  $616,000.  Its  1994  request 
was  for  $1  million;  but  I  want  to  go  on  the  record  that  in  recognition  of  the 
President's  call  for  budget  cuts,  we  do  will  find  a  way  to  complete  the  work  of 
the  Council  with  less  money  if  necessary. 
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To  date  the  Council  has  held  four  quarterly  meetings  and  the  first  of  ten 
public  hearings  planned  for  each  Federal  region  nationwide.  Issues  brought  to 
the  attention  of  the  Council  which  interest  and  or  concern  the  members  include: 

•  The  need  to  reform  the  Federal  classification  system 

•  Personnel  demonstration  projects  being  conducting  at  different  agencies 
which  point  the  way  toward  improved  personnel  practices  within 
government. 

•  The  poor  performance  on  the  part  of  the  majority  of  the  Federal  agencies 
in  dealing  with  the  diversity  issue  which  has  heightened  employee  concerns 
about  discrimination,  harassment  and  the  glass  ceiling. 

•  The  failures  of  the  Federal  goverrunentsequal  opportunity  complaints 
system  to  deal  with  employee  grievances  in  a  timely  and  proactive  manner. 

•  Succession  planning  for  the  Federal  executive  corps. 

•  Performance  based  management  and  reward  for  all  Federal  employees. 

•  Leadership  training  for  supervisors  and  managers. 

•  Customer  service  training  for  all  employees  who  deal  with  the  public  as 
the  basis  for  an  improved  pubhc  perception  of  government. 

Solving  these  problems  and  continuing  the  important  work  of  this 
Council  are  however  in  question.  The  National  Advisory  Council  was  one  of 
five  advisory  councils  targeted  for  termination  in  President  Clinton's  1994  budget 
proposal  "A  Vision  for  America". 

I  urge  the  President  and  the  Congress  and  this  Committee  to  take  a 
second  look  at  the  work  of  this  Council.  All  efforts  and  programs  to  "reinvent" 
government  by  productivity,  efficiency  and  customer  responsiveness 
enhancements  will  depend  on  one  group  of  people;  the  Federal  workforce. 
Ensuring  the  workforce  is  comprised  of  the  best  and  the  brightest,  is  well 
motivated,  and  well  trained  is  critical. 
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Vice  President  Gore  is  charged  with  conducting  a  national  performance 
review  of  government  programs.  His  taskforce  will  review  agency  programs  and 
policies  looking  to  cut  waste  and  improve  efficiency.  The  work  of  the  National 
Advisory  Council  on  the  Public  Service  is  an  important  ally  to  the  Vice 
President's  mission.  A  sound  game  plan,  good  systems  and  structures  are  critical 
to  any  organization;  but  competent  employees,  with  know-how  and  dedication, 
determine  the  ultimate  success  or  failure  of  any  venture. 


### 
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statement  of  Richard  A.  Barton 
Senior  Vice  President  for  Government  Affairs 

Direct  Marketing  Association 
Before  the  Treasury  -  Postal  Service,  and  General 
Government  Subcommittee 
Committee  on  Appropriations 
U.S.  House  of  Representatives 
March  25,  1993 


Mr.  Chairman  and  members  of  the  Subcommittee: 

I  deeply  appreciate  the  opportunity  you  have  given  today  to  the 
Direct  Marketing  Association  to  present  our  views  on 
appropriations  for  the  Postal  Service  to  cover  the  revenue 
forgone  for  lower  postage  for  nonprofit  and  other  preferred 
rates. 

The  Direct  Marketing  Association  is  an  international  trade 
association  representing  the  interests  of  all  forms  of  direct 
marketing.   Our  membership  consists  of  more  than  3,000  domestic 
corporations  ranging  from  consumer  and  business-to-business 
catalogs,  book  and  record  clubs,  mail  order  companies, 
residential  mailers,  telemarketers,  and  magazine  and  newspaper 
publishers  to  companies  that  serve  direct  marketers  such  as 
printers,  advertising  agencies,  list  brokers  and  compilers, 
lettershops  and  mailing  services,  and  computer  service  bureaus. 

The  full  Postal  Service  request  for  revenue  forgone  is  $1.01 
billion.   This  is  broken  down  to  include  $531  for  FY  1994 
funding,  $81  million  owed  from  FY  1991,  $360  million  to  cover  the 
shortfall  for  FY  1993,  and  $38  million  for  Post  Office  Department 
liability. 

The  Direct  Marketing  Association  strongly  supports  full  funding 
for  revenue  forgone.   If  this  should  prove  impossible,  the 
association  believes  that  the  provisions  of  the  Postal 
Reorganization  Act  of  1971  should  be  allowed  to  be  used.   That 
Act  authorizes  the  Postal  Service  to  raise  nonprofit  and  other 
preferred  rates  to  cover  the  shortfall  in  appropriations. 

The  reasoning  is  simple  and  is  fundamental  to  the  purpose  and 
intent  of  the  Postal  Reorganization  Act.   A  basic  proposition  of 
that  Act  is  that  each  class  of  mail  should  pay  its  own  way.   This 
includes  full  coverage  of  directly  and  indirectly  attributable 
costs  and  a  reasonable  share  of  institutional  (overhead)  costs. 

The  revenue  forgone  appropriation  allows  the  Postal  Service  to 
maintain  lower  rates  for  the  affected  categories  of  mail.   If  the 
money  is  not  forthcoming,  then  someone  must  pick  up  the  tab.   If 
the  classes  that  benefit  from  the  subsidy  are  not  required  to  do 
this,  then  there  is  only  one  other  source:   the  regular  rate 
payers  consisting  both  of  business  mailers  and  the  millions  of 
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Americans  who  depend  upon  the  Postal  Service  for  their  personal 
correspondence . 

To  force  these  mailers  to  pay  for  someone  else's  mail  is  not  only 
a  violation  of  the  mandate  that  each  class  of  mail  pay  its  own 
way,  but  also  destructive  to  the  long-term  financial  health  of 
the  Postal  Service. 

The  last  two  postal  rate  increases  have  been  remarkably  harmful 
to  many  segments  of  advertising  mail,  particularly  catalogs.   The 
result  has  been  that  many  mailers  have  either  gone  out  of 
business  or  dramatically  shifted  their  advertising  dollars  to 
other  media.   If  this  trend  continues,  it  is  not  an  exaggeration 
to  say  that  the  Postal  Service  may  cease  to  exist  as  we  know  it 
and  become  the  delivery  vehicle  of  last  resort  for  those  with  no 
other  alternative.   Those  who  then  would  have  to  remain  with  the 
Postal  Service  would  be  paying  far  higher  rates. 

Over  the  past  few  years,  some  $9.5  billion  in  what  we  consider 
extraneous  costs  have  been  heaped  on  the  Postal  Service  and, 
therefore,  on  the  postal  rate  payer.  This  has  been  a  significant 
factor  in  the  financial  crisis  the  Postal  Service  has  faced  and 
in  the  drive  on  the  part  of  many  commercial  mailers  to  get  out  of 
the  mail  because  of  postal  costs  that  have  escalated  far  above 
the  rate  of  inflation.   To  add  revenue  forgone  costs  to  the 
postal  rate  base  would  hasten  the  next  general  rate  increase  and 
place  the  Postal  Service  in  further  jeopardy. 

We  recognize  that  this  is  not  em  easy  issue  in  the  age  of  calls 
for  budget  austerity  and  we  respect  the  difficulty  in  which  this 
subcommittee  finds  itself  in  this  and  many  other  issues.   If 
there  are  any  other  solutions,  we  certainly  are  willing  to  sit 
down  with  this  subcommittee  and  the  affected  parties  to  work  on 
them. 
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RIT 


Rochester  Institute  of  l^hnology 

Office  of  the  President 
George  Eastman  Building 
Post  Office  Box  9887 
Rochester,  New  York  14623-0887 
716-475-6795     Fax  716-475-5700 


AprU  1,  1993 


The  Honorable  Steny  Hoyer 

Chairman 

Treasury,  Postal  Service  and 

General  Government  Subcommittee 
House  Committee  on  Appropriations 
H-164  Capitol  Buildmg 
Washington,  DC  20515-4610 

Dear  Chairman  Hoyer: 

Please  find  enclosed  responses  to  your  questions  regarding  the  Center  for  Integrated 
Manufacturing  Studies  at  Rochester  Institute  of  Technology  in  connection  with 
testimony  I  presented  on  this  subject  to  your  Subcommittee  on  March  25,  1993. 

We  at  RIT  are  very  appreciative  of  your  Subcommittee's  past  support  of  this  project, 
and  are  hopeful  that  the  attached  materials  will  provide  you  with  the  necessary 
information  to  enable  you  and  the  other  members  of  the  Subcommittee  to  provide 
funding  to  complete  the  proposed  Federal  share  of  the  project.  We  believe  the 
project  will  enable  RIT  to  contribute  to  the  ongoing  efforts  of  the  Congress  to  address 
the  issues  of  manufacturing  productivity  and  international  competitiveness  in  the 
United  States. 

I  am  available  to  provide  additional  information  to  you  or  your  staff  at  your 
convenience.  Thank  you,  again,  for  your  past  support. 

Cordially  yours. 


(jih>yl^ — ^ 


Albert  J.  Simone 
President 


Enclosures 

cc:   Rep.  Louise  Slaughter 
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RESPONSES  TO  QUESTIONS 
POSED  BY  TREASURY-POSTAL  SERVICE  SUBCOMMnTEE 

MARCH  25,  1993 


What  organization  would  be  the  recipient  of  the  federal  Junds  requested? 

The  Center  for  Integrated  Manufacturing  Studies  at  the  Rochester  Institute  of  Technology 
in  Rochester,  New  York. 


2.  How  much  money  are  you  requesting  from  this  subcommittee  for  FY  1994? 
We  are  requesting  $5.75  million  for  FY  1994. 

3.  What  would  these  funds  be  used  for? 

These  funds,  combined  with  university,  state,  and  private  dollars,  would  be  used  to 
construct  and  equip  the  Center. 

4.  What  is  the  federal  purpose  of  the  specific  project  for  which  this  organization  is 
requesting  fimds  from  the  Subcommittee? 

The  Center  for  Integrated  Manufacturing  Studies  will  be  a  prototype,  state-of-the-art 
manufacturing  laboratory  facility,  designed  for  the  development  of  innovative 
manufacturing  technologies.  These  technologies  would  be  rapidly  deployed  to  the  private 
sector  and  the  Federal  Government. 

The  CIMS  facility  will  utilize  RTT's  nationally  recognized  programs  in  microelectronics 
engineering  and  imaging  science  and  its  close  ties  to  the  private  industrial  community  to 
address  declining  manufacturing  productivity  and  international  competitiveness  in  the 
United  States,  a  critical  objective  of  the  Federal  Government. 

As  was  noted  in  our  testimony,  CIMS  faculty  and  students  already  are  working  toward 
this  goal,  through  collaborative  projects  with  local  corporations  like  Eastman  Kodak  and 
IBM,  as  well  as  Federal  agencies  including  the  U.S.  Departments  of  Commerce  and 
Defense.  Once  the  planned  facility  is  constructed,  CIMS  will  be  available  for  use  by  the 
Department  of  Defense  and  other  Federal  research  programs  focused  on  advances  in 
manufacturing  technology. 
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5.         What  will  be  the  ongoing  federal  operations  at  the  facility  or  program  involved  once  it 
is  operational? 

CIMS  will  be  accessible  to  representatives  of  the  General  Services  Administration,  the 
Department  of  Defense,  and  other  agencies  of  the  Federal  Government  for  research  and 
informational  and  educational  activities  relating  to  manufacturing  technologies  and 
methods  of  technology  transfer. 


6.  Are  you  requesting  any  funds  for  non-construction  purposes? 
No. 

7.  What  is  the  total  expected  cost  of  the  project? 

The  total  cost  of  the  project  is  expected  to  be  $33.6  million. 

8.  How  much  state,  local,  or  private  Junds  will  be  used  for  the  project? 

Of  the  $33.6  million  total  cost  of  the  project,  over  $10  million  has  been  provided  by  the 
State  of  New  York.  In  addition,  contributions  totalling  approximately  $1 1  million  in  cash 
and  equipment  have  been  committed  by  private  industry. 


For  FY  1993,  what  is  the  total  amount  of  federal  Junds  that  this  organization  received, 
and  what  activities  were  funded  by  these  amounts? 

In  FY93,  the  Subcommittee  on  Defense  Appropriations  provided  the  Center  for 
Integrated  Manufacturing  Studies  with  a  one-time  grant  in  the  amount  of  $3  million  in 
recognition  of  the  positive  role  that  CIMS  will  play  in  assisting  small  and  medium  sized 
defense-dependent  companies  in  our  region  to  adjust  to  reductions  in  the  Federal  defense 
budget,  and  to  develop  new  manufacturing  lines  and  products.  These  funds  were 
provided  as  part  of  the  broad  "defense  conversion"  program  created  by  the  Congress  last 
year.  These  funds  have  not  yet  been  released  by  the  Department  of  Defense.  When  they 
become  available,  they  will  be  used  to  support  a  portion  of  the  Center's  construction. 


10.       Has  the  project  received  federal  Junds  in  the  past?  In  whatjiscal  years  were  those  Junds 
received,  and  how  much? 

Yes.  The  Treasury-Postal  Service  Appropriations  Subcommittee  appropriated  a  total  of 
$3.25  million  toward  the  project  in  Fiscal  Years  1990  and  1991.  In  addition,  as  noted 
above,  a  one-time  $3  million  grant  was  provided  for  the  Center  in  the  FY93  Defense 
Appropriations  bill. 
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11.       Are  you  seeking  funds  this  year  from  any  other  federal  source,  or  any  other 
Subcommittee? 


With  the  exception  of  competitively-provided  Federal  research  and  development 
grants,  no. 


12.        Win  you  be  seeking  additional  funds  from  this  Subcommittee  or  any  other 
Appropriations  Subcommittee  in  the  future? 


Should  the  full  amount  requested  be  provided  in  FY94,  no  additional  Federal 
funds  would  be  required  or  requested  for  this  construction  project. 


13.       Is  your  organization  currently  represented  by  any  individuals,  law  firm,  lobbying 
firm,  or  other  organization  for  the  purpose  of  obtaining  Federal  funds? 


Yes. 
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WRITTEN  RESPONSE  TO  QUESTIONS 
ASKED  AT  TREASURY-POSTAL  SERVICE  SUBCOMMITTEE  HEARING 

MARCH  25,  1993 


What  is  the  Federal  purpose  of  the  CIMS  project? 

The  Center  for  Integrated  Manufacturing  Studies  will  be  a  prototype,  state-of-the-art 
manufacturing  laboratory  facility,  designed  for  the  development  of  innovative 
manufacturing  technologies.  These  technologies  would  be  rapidly  deployed  to  the 
private  sector  and  the  Federal  Government 

The  CIMS  facility  will  utilize  RIT's  nationally  recognized  programs  in 
microelectronics  engineering  and  imaging  science  and  its  close  ties  to  the  private 
industrial  community  to  address  declining  manufacturing  productivity  and  international 
competitiveness  in  the  United  States,  a  critical  objective  of  the  Federal  Government 

As  was  noted  in  our  testimony,  CIMS  faculty  and  students  already  are  working  toward 
this  goal,  through  collaborative  projects  with  local  corporations  like  Eastman  Kodak 
and  IBM,  as  well  as  Federal  agencies  including  the  U.S.  Departments  of  Commerce 
and  Defense.   Once  the  planned  facility  is  constructed,  CIMS  will  be  available  for  use 
by  the  Department  of  Defense  and  other  Federal  research  programs  focused  on 
advances  in  manufacturing  technology. 


2.         Describe  how  the  funding  structure  for  the  project  developed. 

The  CIMS  project  is  a  $33.6  million  effort   Of  the  $33.6  million,  $22  million  will  be 
used  for  construction  purposes,  including  bricks  and  mortar,  site  development  and 
other  construction  related  activities.   New  York  State  has  provided  $9.5  million  toward 
the  construction  of  the  facility,  and  an  additional  $900,000  which  will  be  used  for  a 
combination  of  planning  and  development  activities  related  tc  construction  as  well  as 
programmatic  support  The  Federal  government  has  already  provided  $6.25  million 
towards  the  construction  cost  of  the  facility.   We  are  requesting  an  additional  $5.75 
million  in  federal  support  for  a  total  of  $12  million. 

The  additional  $1 1.6  million  will  be  used  for  major  capital  equipment  other 
equipment  and  start  up  costs.   Nearly  $11  million  has  been  committed  by  private 
industry  for  the  CIMS  project  to  date,  including  cash  and  in-kind  support 


529 


Rhode  Island  Hospital 

Office  of  the  President 

593  Eddy  Street 

Providence,  Rhode  Island  02903 

Telephone  401  444-5123 

Fax  401  444-4218 


+  +  Rhode  Island  Hospital 
March  29,  1993 


The  Honorable  Steny  Hoyer 

Chairman 

Committee  on  Appropriations 

Treasury,  Postal  Service,  and  General  Government  Subcommittee 

H-164  The  Capitol 

Washington,  DC    20515 

Dear  Chairman  Hoyer: 

Thank  you  for  providing  me  the  opportunity  to  come  before  your 
Subcommittee  to  describe  the  Rhode  Island  and  Women  &  Infants  Hospitals' 
proposal  to  address  spiraling  health  care  costs  through  innovative  design 
and  care  delivery  techniques  in  our  Cooperative  Care  Demonstration 
Project. 

Enclosed  for  your  review  are  answers  to  the  specific  questions  on  the  project 
presented  to  me  by  the  Subcommittee.  I  am  available  at  ycur  convenience 
to  provide  any  further  information  regarding  the  project  that  you  may  require 
and  can  be  reached  at  (401)  444-5123. 

Thank  you,  again,  for  your  consideration  of  Rhode  Island  Hospital's  request 
for  support  for  this  important  project. 

Sincerely, 


William  Kreykes 

President  and  Chibf  Executive  Officer 


WK/fp 
Enclosure 

c:        The  Honorable  Ron  Machtley 
The  Honorable  Jack  Reed 


Affiliated  vritb  Brown  University  School  of  Medicine 
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RESPONSES  TO  QUESTIONS  FOR  THE  RECORD 

RHODE  ISLAND  HOSPITAL 


What  demonstration  purpose  does  this  project  serve  for  the  Federal  government? 

The  Cooperative  Care  Caiter  will  serve  as  a  nadonal  model  for  the  implementation  of 
innovative  hoqiital  design  and  deliveiy  techniques  for  the  dual  purpose  of  providing 
superior  care  and  containing  costs.  Elements  of  the  Cooperative  Care  Demonstration 
Project  will  be  implemented  m  both  the  Cooperative  Care  Center  and  the  Hasbro 
Children's  Hospital. 

As  we  stated  in  our  testimony,  we  predict  that  both  capital  and  operating  costs  will  be 
reduced  in  this  model  facility  for  health  care  design  and  delivery.  In  fact,  we  anticipate 
that  the  costs  of  hospital  bed  construction  in  the  Cooperative  Care  Center  will  be  30 
percent  lower  than  they  would  be  in  a  traditional  hospital  and  the  operating  charges  at 
the  Center  will  be  30  percent  lower  than  they  are  for  traditional  inpatient  stays. 

Clearly,  broad  replication  of  this  model  facility  will  result  in  a  significant  reduction  in 
health  care  expenditures  without  a  reduction  in  the  quality  of  care,  a  stated  goal  of  both 
the  Health  Care  Financing  Administration  and  the  Congress. 


Win  the  results  of  the  demonstration  projea  be  made  available  to  other  hospitals? 

Yes.  We  intend  to  evaluate  the  success  of  this  model  and  disseminate  the  results  of  this 
evaluation  to  interested  individuals  in  the  Federal  government  and  hospitals  throughout 
the  nation,  through  the  establishment  of  a  Center  for  Cooperative  Care.  In  addition,  the 
staff  involved  in  the  development  of  the  Center  will  be  publishing  a  book  describing  the 
concept  of  cooperative  care  and  the  development  of  the  Demonstration  Project. 


3.         Is  this  a  unique  project,  or  have  similar  cooperative  care  centers  been  built  elsewhere? 

The  original  concq)t  of  Cooperative  Care  was  developed  at  New  York  University  in  teh 
late  1970s.  The  Rhode  Island  Hospital/Women  &.  Infiants  Hospital  Cooperative  Care 
Center  will  be  the  second  of  its  kind  in  the  world  and  will  further  expand  the  concept 
into  both  the  adult  and  pediatric  hospital  settings.  The  RIH  model  will  also  incorporate 
contemporary  patient-focused  care  and  hotel/hospital  architectural  features  into  a  truly 
unique  facility,  which  will  become  a  benchmark  for  hospitals  across  the  United  States. 


What  organization  would  be  the  recipient  of  the  federal  fimds  requested? 

A  partnership  of  the  Rhode  Island  Hospital  and  the  Women  &  Infants  Hospital,  both  of 
which  of  are  located  in  Providence,  Rhode  Island. 
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5.  How  much  money  are  you  requesting  from  this  subcommittee  for  FY  1994? 
We  are  requesting  a  total  of  $10  million. 

6.  What  would  these  funds  be  used  for? 

These  funds,  combined  with  an  additional  $53  million  in  funds  generated  from  other 
sources,  would  be  used  to  construct  and  equip  the  state-of-the-art  Cooperative  Care 
Center  and  the  Hasbro  Children's  Hospital,  where  many  of  the  elements  of  cooperative 
care  will  tested  in  a  pediatric  setting. 


What  is  the  Federal  purpose  of  the  specific  project  for  which  this  organization  b 
requesting  fimds  from  this  Subcommittee? 

The  Cooperative  Care  Demonstration  Project,  an  experiment  in  health  care  cost 
containment,  wiU  serve  as  a  national  model  for  the  implementation  of  innovative  hospital 
design  and  delivery  techniques  for  the  dual  purpose  of  providing  superior  care  and 
containing  costs. 

We  predict  that  both  capital  and  operating  costs  wiU  be  reduced  in  this  model  fecility  for 
health  care  design  and  delivery,  as  much  as  30  pcitenl  in  each  case.  We  believe  that 
broad  replication  of  this  model  facility  will  result  in  a  significant  reduction  in  health  care 
expenditures  without  a  reduction  in  the  quality  of  care,  a  stated  goal  of  the  Federal 
government. 


8.         What  will  be  the  ongoing  federal  operations  at  the  facility  or  program  involved  once  it 
is  operational? 

There  will  be  no  on-going  Federal  operations  in  this  facility.  The  results  of  the 
Cooperative  Care  Demonstration  Project  will  be  available  to  rq)resentatives  of  the 
General  Services  Administration,  the  Department  of  Health  and  Human  Services,  and 
other  interested  agencies  of  the  Federal,  State  and  local  governments.  This  information 
will  be  provided  with  the  intrait  that  it  will  be  disseminated  broadly,  both  to  public 
agencies  and  private  entities.  No  operational  funds,  other  than  those  provided  through 
the  Medicare/Medicaid  programs,  will  be  required  of  the  Federal  Government  for  this 
facility. 


9.         Are  you  requesting  arty  funds  for  non-construction  purposes?  If  yes,  what  would  these 
funds  be  used  for? 

No. 
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10.       What  is  the  total  expected  cost  of  the  projea?   What  percentage  oftiie  total  cost  of  the 
project  would  be  funded  by  the  Federal  government? 

The  total  cost  of  the  project,  including  both  the  Cooperative  Care  Center  and  the 
Childrens  Hospital,  is  expected  to  be  $63  million.  Less  than  20  percent  of  this 
total  amount  is  being  requested  from  the  Federal  government. 


11.       How  much  state.  local,  or  private  funds  will  be  used  for  the  project? 

Of  the  $63  million  total  cost  of  the  project,  an  estimated  $53  million  in  non-Federal 
funds  will  be  used  to  supplement  the  Federal  funds  requested. 


12,       For  FY  1993,  what  is  the  total  amount  of  Federal  funds  that  this  organization  received, 
and  what  activities  were  funded  by  these  amounts? 

In  FY  1993,  Rhode  Island  Hospital  received  no  Federal  funds,  with  the  exception  of 
competitively  awarded  research  grants  and  reimbursements  from  the  Health  Care 
Financing  Administration  for  services  provided  under  the  Medicare  and  Medicaid 
programs. 


13.       Has  the  projea  received  Federal  fitnds  in  the  past?  In  what  jiscal  year  were  those  funds 
received  and  how  much  ? 

No. 


14.       Are  you  seeking  funds  this  year  from  any  other  federal  source,    or  any  other 
Appropriations  Subcommittee? 

No. 


15.        Will  you  be  seeking  additional  funds  from  this  Subcommittee  or  any  other  Appropriations 
Subcommittee  in  the  future? 

No.  However,  if  we  are  incrementally  funded  at  less  than  the  proposed  $10  million,  we 
would  return  in  the  future  with  an  additional  request. 


16.       Is  your  organization  currently  represented  by  any  individuals,  law  firm,  lobbying  firm. 
or  other  organization  for  the  purpose  of  obtaining  fede/xd  funds? 

Yes. 
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TH€ 

UNION 

MCMORIAL 


April  8,  1993 


The  Honorable  Steny  Hoyer 

Chairman 

House  Appropriations  Subcommittee  on 

Treasury,  Postal  Service,  and 

General  Government 
H- 164  The  Capitol 
Washington,  DC  20515 

Dear  Chairman  Hoyer: 

Thank  you  again  for  the  opportunity  to  testify  before  your  Subcommittee  on  behalf  of  the 
Raymond  M.  Curtis  Hand  Center  at  the  Union  Memorial  Hospital. 

As  requested,  I  am  responding  in  writing  to  the  questions  handed  to  me  by  Congressman 
Visclosky  at  the  hearing.   Please  contact  me  if  I  can  provide  you  with  further  information. 

l.W2at  organization  would  be  the  recipient  of  the  federal  funds  requested? 

The  Raymond  M.  Curtis  Hand  Center  at  the  Union  Memorial  Hospital  in  Baltimore 
MD. 

2.  How  notch  money  are  you  requesting  from  this  subcommittee  for  FY  1994? 
We  are  requesting  $5  million  for  FY  1994. 

3.  What  would  these  funds  be  used  for? 

These  funds  would  be  used  to  construct  and  equip  a  state-of-the-art  National  Center  for 
Surgery  of  the  Hand  and  Upper  Extremity. 


201  East  University  Parkway  Baltimore,  MD  21218-2895 

(301)  554-2770 

FAX  (301)  467-5459 
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What  is  the  federal  purpose  of  the  specific  project  for  which  this  organization  is 
requesting  fimds  from  the  Subcommittee? 

The  federal  government  has  an  interest  in  reducing  preventable  injuries  and  reducing 
health  care  costs.  The  National  Center  for  Surgery  of  the  Hand  and  Upper  Extremity 
Project  will  serve  as  a  national  model  for  specialized  surgery.    The  cost-effective  care 

that  typifies  the  Curtis  Hand  Center  and  the  Union  Memorial  Hospital  also  will  be  a 
model  that  can  be  replicated  throughout  the  country. 

Furthermore,  members  of  the  Hand  Center  staff  and  particularly  the  Work  Rehabilitation 
technicians  regularly  consult  with  companies,  factories  and  work  sites  in  an  attempt  to 
reduce  the  incidence  and  subsequently  the  cost,  of  work  related  hand  and  upper  extremity 
injuries  such  as  repetitive  motion  or  carpal  tunnel  syndrome.  The  new  Center  will  allow 
this  program  to  be  expanded  to  additional  businesses  throughout  the  region.  With  over 
300  Federal  employees  being  treated  at  the  Hand  Center  in  1992,  advances  in  prevention 
and  treatment  of  these  types  of  injuries  will  inevitably  reduce  government  costs. 

What  will  be  the  ongoing  federal  operations  at  the  facility  or  program  involved  once  it 
is  operational? 

The  Center  will  continue  its  relationship  with  the  Armed  services  by  providing  training 
to  Hand  surgeons  at  no  cost  to  the  government.  The  Center's  staff  also  will  consult  with 
Federal  agencies,  including  the  NIH,  wishing  to  reduce  the  incidence  of  hand  and  related 
injuries  at  the  work  site.  No  operational  funds  will  be  requested  from  the  Federal 
government  once  the  facility  is  complete. 

Are  you  requesting  any  funds  for  non-construction  purposes?  What  would  these  fimds  be 
used  for? 

A  portion  of  the  funding  would  be  used  for  a  state-of-the-art  information  management 
system  which  will  be  used  to  collect  and  disseminate  clinical  guidelines  to  other  hospitals 
throughout  the  world. 

What  is  the  total  expected  cost  of  the  project?  What  percentage  of  the  total  cost  of  this 
projea  would  befimded  by  the  federal  government? 

The  total  cost  of  the  project  is  estimated  to  be  $20  million.    The  federal  share 
would  be  50%  of  the  total  cost. 
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8.  How  much  slate,  local,  or  private  funds  will  be  used  for  the  project? 

We  will  be  seeking  an  additional  $10  million  from  non-Federal  sources  to  match  the  $10 
million  we  are  requesting  from  the  Federal  government. 

9.  For  FY  1993,  what  is  the  total  amount  of  federal  funds  that  this  organization  received, 
and  what  activities  were  funded  by  these  amounts? 

In  Fiscal  Year  1993,  we  received  no  congressionally  directed  federal  funds. 

10.  Has  the  project  received  federal  finds  in  the  past?  In  what  fiscal  years  were  those  funds 
received,  and  how  much? 

No. 

11.  Are  you  seeking  funds  this  year  from  any  other  federal  source,    or  any  other 
Appropriations  Subcommittee? 

We  are  investigating  several  funding  opportunities  both  within  the  Federal 
government  and  in  the  private  sector.  However,  we  believe  this  subcommittee 
in  the  most  appropriate  place  to  seek  funding  for  a  project  such  as  the  National 
Center  for  Surgery  of  the  Hand  and  Upper  Extremity. 

12.  Will  you  be  seeking  additional  funds  from  this  Subcommittee  or  any  other  Appropriations 
Subcommittee  in  the  future? 

Yes.  We  would  hope  to  return  to  this  Subcommittee  for  additional  funds  in  Fiscal  Years 
1995  and  1996  for  a  total  federal  share  of  $10  million  over  the  life  of  the  project. 

13.  Is  your  organization  currently  represented  by  arty  individual,  law  firm,  lobbying  firm,  or 
other  organization  for  the  purpose  of  obtaining  federal  fimds? 

Yes. 
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Additional  questions: 

1.  You  spoke  of  treating  federal  workers  and  working  with  agencies  on  workplace  safety. 
Will  this  translate  into  savings  for  the  federal  government? 

Yes.  Our  Work  Rehabilitation  Services  Division  has  long  standing  relationships  with 
several  insurance  companies  and  large  corporations  that  are  trying  to  reduce  health  care, 
workers  compensation  and  related  costs  by  identifying  and  reducing  workplace  risks  that 
could  contribute  to  carpal  tunnel  or  similar  debilitating  disorders.  We  see  this  type  of 
effort  as  applicable  to  federal  agencies  wishing  to  reduce  the  incidence  of  repetitive 
motion  disorders  and  the  lost  work  days  and  compensation  costs  that  are  associated  with 
an  injury  of  this  kind. 

2.  In  your  testimony  you  said  federal  employees  are  often  likely  candidates  for  repetitive 
motion  disorders.   How  prolific  a  problem  is  this  and  who  is  most  susceptible? 

The  Curtis  Hand  Center  treated  over  300  federal  employee  cases  of  repetitive  motion 
disorder  in  1992.  Those  most  susceptible  are  individuals  whose  jobs  require  repetitive 
motions  with  few  breaks  from  the  routine  such  as  computer  operators  and  postal  workers. 

3.  How  is  the  Center  you  are  proposing  unique? 

The  Curtis  Center  is  the  only  institution  with  all  aspects  of  a  composite  center  already 
in  place  and  operating.  This  unique  multi-disciplinary  approach  to  the  treatment  of 
injuries  to  the  hand  and  upper  extremity  is  the  cornerstone  upon  which  the  new  Center 
will  be  founded.  Not  only  does  this  approach  provide  the  best  total  care  for  patients,  but 
it  will  allow  for  the  collection  of  full  treatment  data  that  can  be  disseminated 
throughout  the  country. 

4.  You  listed  some  other  institutions  that  support  this  project  such  as  the  Mayo  Clinic. 
Would  the  new  Center  work  in  cooperation  with  these  institutions?  In  what  ways? 

We  would  welcome  the  opportunity  to  work  with  other  hospitals  and  medical  centers 
across  the  country  either  through  exchanges,  training,  research,  or  the  dissemination  of 
treatment  information  collected  at  the  National  Center. 

Sincerely, 


E.  F.  Shaw  Wilgis 
Director 
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statement  of  the  Hon.  E.  Clay  Shaw,  Jr. 

Before  the  House  Appropriations  Committee 

Siibcommittee  Treasury  Postal  Service  and  General  Government 

Mr.  Chairman,  thank  you  for  this  opportunity  to  submit 
testimony  on  behalf  of  an  important  federal  funding  request  for  the 
Hollywood  Federal  Building. 

As  members  of  this  subcommittee  may  recall,  last  year  the  FY 
1993  Treasury- Postal  Service  Appropriations  Act  (PL  102-393)  included 
$1  million  for  the  planning  of  a  federal  building  in  Hollywood, 
Florida,  to  meet  the  growing  needs  of  the  expanding  population  of 
South  Florida. 

The  City  of  Hollywood  is  a  vibrant  coastal  community  of 
approximately  125,000  residents,  strategically  located  in  South 
Broward  County  between  the  major  cities  of  Miami  and  Fort  Lauderdale, 
the  two  anchors  of  one  of  America's  largest  and  fastest  growing 
metropolitan  areas.   With  its  convenience  to  both  Dade  and  Broward 
County,  downtown  Hollywood  serves  as  an  excellent  central  location  in 
which  to  locate  a  federal  building. 

Currently,  the  United  States  Government  holds  scores  of 
seperate  leases  in  Broward  and  Dade  counties.   Many  of  these  leases 
will  be  expiring  within  the  next  few  years.   A  Hollywood  Federal 
building  offers  a  perfect  opportunity  for  efficient  consolidation  of 
expensive  leases  into  a  single  federal  building.   The  General  Services 
Administration  could  save  money  by  putting  these  agencies  in  one 
building  instead  of  paying  higher  private  sector  rates. 

In  the  conference  report  approved  last  year  by  the  Congress,  the 
clear  intent  of  the  instructions  regarding  the  expenditure  of  these 
funds  was  that  the  General  Services  Administration  should   initiate 
the  site  acquisition  process  with  the  initial  $1  million  appropriation 
(P.L.  102-393,  106  STAT.  1744).   However,  GSA,  by  letter  to  the 
Hollywood  Community  Redevelopment  Agency  on  February  9,  1993,  and  in 
discussions  with  my  staff,  has  indicated  that  it  has  no  intention  of 
expending  these  funds  in  Hollywoood  for  this  purpose.   Further,  it  was 
suggested  that  GSA  intended  to  unilaterally  reprogram  these  funds  for 
other,  GSA-directed  projects. 

Mr.  Chairman,  I  have  undertaken  to  move  this  project  forward- -a 
project  which,  I  might  add,  was  a  high  priority  for  former  Congressman 
Larry  Smith.   I  do  not  believe  that  GSA  would  have  taken  the  position 
it  did  were  Mr.  Smith  still  a  Member  of  this  body,  and  I  do  not  wish 
to  see  his  hard  work,  and  the  work  of  this  subcommittee  last  year,  so 
easily  thwarted  by  GSA  "reprogramming"  of  these  funds. 

I  would  therefore  respectfully  request  that  this  subcommittee 
direct  the  GSA  to  move  forward  with  site  acquisition  for  this  federal 
building  in  Hollywood.   As  further  discussions  with  appropriate  local, 
state,  and  federal  officials  in  South  Florida  take  place,  we  will  be 
in  a  better  position  somewhat  later  on  with  respect  to  the  funding 
needed  for  design,  engineering,  and  construction  work.   Until  this 
subcommittee  directs  the  GSA  to  move  forward  with  this  project,  I  am 
unable  to  suggest  the  appropriate  funding  level  for  completion  at  this 
time. 

Mr.  Chairman,  I  appreciate  your  consideration  of  my  request. 
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TESTIMONY  OF  G.  AUBREY  SERFLING,  PRESIDENT 

CALIFORNIA  PACDIC  MEDICAL  CENTER 

HOUSE  APPROPRIATIONS  COMMITTEE 

SUBCOMMITTEE  ON  TREASURY,  POSTAL  SERVICE, 

AND  GENERAL  GOVERNMENT 

March  25,  1993 


Mr.  Cbaiiman  and  distinguished  members  of  the  Subcommittee,  I  am  pleased  to 
provide  testimony  on  behalf  of  my  colleagues  from  the  California  Pacific  Medical  Center, 
one  of  the  leading  non-profit  hospitals  in  Northern  California. 

We  want  to  express  our  appreciation  for  the  opportunity  to  inform  the  Subcommittee 
about  a  very  important  initiative  underway  in  our  community  and  to  update  you  on  a  number 
of  promising  developments  that  have  taken  place  since  we  appeared  before  you  each  of  the 
last  two  years. 

We  would  also  like  to  pay  special  tribute  at  the  outset  to  our  friend  and 
representative,  Nancy  Pelosi,  who  has  worked  closely  with  us  helping  us  to  develop  our 
vision  for  the  new  center.   As  a  member  of  this  subcommittee,  she  worked  to  build  support 
for  federal  funding  of  our  initiative  in  the  last  Congress. 

The  California  Pacific  Medical  Center  has  galvanized  our  community  and  dedicated 
substantial  local  resources  for  a  comprehensive,  patient-oriented  cancer  center.   To 
accomplish  this,  we  are  in  the  process  of  raising  more  than  $10  million  in  our  community. 
The  continuation  of  a  partnership  with  the  federal  government  will  be  essential  to  build  a 
Cancer  Center  that  can  perform  substantial  community  outreach  services  while  demonstrating 
how  to  contain  costs,  improve  information  flow,  and  speed  research  into  practical 
applications.   Therefore,  we  are  asking  the  members  of  this  Subcommittee  to  support 
dedication  of  modest  federal  resources  ~  to  return  a  portion  of  our  tax  dollars  to  our 
community  ~  for  this  extraordinarily  valuable  project. 

CONFRONTING  THE  CANCER  CHALLENGE 

One  of  the  most  critical  public  health  challenges  Americans  face  in  die  1990s  is  the 
prevention,  timely  detection  and  treatment  of  cancer.   Because  cancer  is  an  extraordinarily 
complex  disease,  its  treatment  requires  the  participation  of  numerous  medical  specialists, 
technical  resources  and  support  services.   All  too  often,  treatment  settings  are  not 
centralized,  and  anxious  patients  must  visit  numerous  facilities  to  receive  different  tj^s  of 
essential  care. 

Nowhere  is  this  dilemma  more  apparent  than  in  the  early  detection  and  treatment  of 
women's  cancer  —  especially  breast  cancer.   While  women's  health  issues  are  beginning  to 
receive  the  attention  they  have  long  deserved,  the  nation  is  confronted  with  a  growing 
incidence  of  women's  breast  cancer,  which  is  now  approaching  epidemic  proportions. 
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Thirty  years  ago,  breast  cancer  afflicted  one  in  twenty  American  women.   Today 
these  figures  have  grown  to  one  women  in  nine.   The  National  Cancer  Institute  states  that 
cancer  is  the  leading  cause  of  death  for  American  women  in  the  35  to  50  year  old  age  group. 
Breast  cancer  is  also  on  the  rise  in  the  San  Francisco  Bay  Area.   Among  women  ages  30  to 
34,  incidence  of  this  disease  has  tripled  over  the  last  15  years. 

At  the  same  time,  the  cost  of  providing  specialized  cancer  treatment  is  spiraling  out  of 
control  —  a  phenomenon  which  you  and  your  fellow  policymakers  in  Washington  have 
effectively  documented  ~  and  the  health  care  delivery  for  cancer  treatment  is  fragmented  and 
in  immediate  need  of  reform. 

In  our  home  communities  throughout  the  San  Francisco  Bay  Area,  we  have  struggled 
as  health  care  professionals  to  meet  these  challenges.   Several  years  ago,  two  of  Northern 
California's  not-for-profit  hospitals.  Pacific  Presbyterian  Medical  Center  and  Children's 
Hospital  of  San  Francisco,  were  headed  towards  construction  of  separate  and  competing 
comprehensive  cancer  care  treatment  facilities. 

Then  a  remarkable  thing  happened.   In  response  to  recommendations  of  local 
citizens  —  as  well  as  national  policymakers  ~  the  two  hospitals  resisted  the  temptation  to 
develop  competing  programs.    Instead,  they  joined  forces  in  a  fiiendly  merger  of  two  healthy 
institutions  and  formed,  beginning  in  June  1991,  the  California  Pacific  Medical  Center. 

The  centerpiece  of  the  merger  is  a  commitment  to  reduce  health-care  costs  and 
increase  the  availability  of  services  for  residents  of  Northern  California  and  the  Pacific 
Northwest  region  through  the  establishment  of  a  regional  Cancer  Center.   The  Cancer  Center 
will  be  one  of  the  leading  facilities  of  its  kind  in  the  nation  providing  patient-centered 
services  to  a  broad  coomiimity  need.   The  combined  and  enhanced  existing  programs  in 
clinical  research,  education  and  community  outreach,  breast  cancer  detection  and  treatment, 
hospice  care,  organ  transplantation,  and  other  areas  will  provide  substantial  opportunities  to 
improve  the  quality  of  cancer  care  in  Northern  California. 

The  Center  will  be  a  demonstration  project  in  the  truest  sense,  showing  how  the 
health  administration  challenges  in  this  decade  can  be  tackled  through  community,  state  and 
federal  teamwork. 

We  seek  in  this  new  facility  to  attain  several  key  medical  policy  objectives: 

•         Addressing  Women's  Cancers:   The  Cancer  Center  will  collaborate  closely 
with  the  Breast  Health  Center  to  expand  the  current  range  of  services  in  order 
to  accommodate  the  increasing  number  of  women  across  the  region  who  are 
seeking  care  at  this  center  of  excellence.     Patient  volume  has  increased 
significantly  since  June  1992.   Whereas  7,200  women  were  cared  for  in  the 
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first  half  of  1992,  13,000  visited  the  Breast  Health  Center  during  the  last  half 
of  the  year,  an  increase  of  over  82%. 

The  new  Cancer  Center  will  provide  additional  state-of-the-art  approaches  to 
detecting  breast  cancer  that  are  less  painful  for  women,  faster,  and  more  cost- 
effective.   One  such  approach,  the  stereotactic  automated  large-core  biopsy, 
combines  three  dimensional  mammography  and  computer  simulation  to 
pinpoint  a  suspicious  abnormality  within  the  breast. 

•  Rationalizing  Health  Care  Costs:  The  Center  will  consolidate  resources  and 
eliminate  unnecessary  duplication  of  services  ~  demonstrating  new  means  of 
achieving  cost-savings  while  providing  quality  health  care.    A  patient 
coordinator  will  assist  patients  through  the  entire  treatment  process,  serving  as 
advocate  and  resource  manager,  and  enhancing  care  quality  while  improving 
efficiency. 

•  An)S-related  Cancers:  The  Cancer  Center  will  extend  expertise  in  treating 
AIDS-related  cancers.   The  Northern  California  region  has  been  especially 
affected  by  the  AIDS  epidemic.   Many  AIDS  patients  are  surviving  longer;  as 
a  consequence,  they  are  developing  cancers.   A  tremendous  need  exists  for 
further  study  of  the  characteristics  of  AIDS-related  cancers  and  development  of 
new  treatment  techniques. 

Additionally,  the  Cancer  Center  will  have  several  goals  for  patient  and  community 
service: 

•  To  provide  efficient,  effective,  coordinated  care  in  a  setting  that  is  humanistic, 
culturally  sensitive  and  convenient  for  patients  and  their  families. 

•  To  serve  as  a  model  for  the  delivery  of  cost-effective  health  care  through  a 
comprehensive  community  outreach  program. 

•  To  ensure  that  critically  ill  cancer  patients  and  their  families  have  easy 
physical  access  to  the  hospital  by  establishing  a  multi-modal  transportation 
system  and  transportation  policies  which  will  foster  immediate  and  efficient 
access  to  hospital  facilities. 

•  To  provide  ready  access  to  cancer  care,  information,  education,  research  and 
technology  for  patients,  families,  professionals,  payers  and  the  public. 
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•         To  improve  the  quality  of  life  of  cancer  patients  through  research,  application 
of  new  technologies,  and  continuous  improvements  in  Cancer  Center 
performance. 

REQUEST  FOR  FEDERAL  PARTNERSHIP 


The  California  Pacific  Medical  Center  is  committed  to  this  important  initiative.   We 
are  before  you  today  to  request  your  help  to  continue  a  pannership  with  the  federal 
government  for  this  facility's  development,  building  upon  the  $2.5  grant  already  provided  for 
CPMC.    This  demonstration  Cancer  Center  will  serve  as  a  national  model  in  many  critical 
areas.    Its  establishment  will  advance  federal  efforts  to  combat  cancer  and  expand  prevention 
efforts.   The  Center  will  provide  a  model  for  containing  medical  costs  by  consolidating 
valuable  health  care  resources  into  one  medical  facility.   The  Cancer  Center  will  also  provide 
special  expertise  in  cancers  affecting  women,  a  goal  which  has  been  identified  by  Congress 
as  a  funding  priority.   A  1991  House  Budget  Committee  report  articulates  this  concern  about: 

the  steady  increase  in  the  incidence  of  breast  cancer  among  young  women. 
This  trend  demonstrates  the  need  for  greatly  expanded  federal  efforts  at 
education,  early  detection,  and  comprehensive  treatment  ....  The  Committee 
believes  that  direct  federal  assistance  can  help  address  this  looming  crisis. 
Federal  resources  should  be  made  available  to  sustain  and  advance  private 
efforts  at  education,  early  detection,  research  and  comprehensive  treatment, 
including  support  for  promising  new  research  efforts,  program  assistance  for 
educational  and  outreach  efforts,  and  direct  funding  of  costs  associated  with 
the  development  of  hospital  cancer  programs.  (Emphasis  added.) 

We  believe  our  Center  will  help  advance  a  number  of  express  federal  policy 
objectives  of  concern  to  Subcommittee  members.    Of  particular  relevance  is  the  mandate  of 
the  General  Services  Administration  (GSA),  which  covers  the  federal  government's 
responsibility  for  construction  of  buildings.   GSA  engages  in  specific  demonstration  projects 
as  part  of  its  work,  and  will  undoubtedly  have  continued  interest  in  lessons  learned  from  our 
project  ~  which  will  be  applicable  to  construction  standards  across  the  country. 

Mr.  Chairman,  with  the  General  Services  Administration  under  the  Subcommittee's 
jurisdiction,  we  request  that  the  Subcommittee  support  our  Cancer  Center  by  providing  $2.5 
million  for  fiscal  year  1994  construction  funding  for  the  California  Pacific  Medical  Center. 
The  total  cost  of  the  Cancer  Center  is  estimated  at  $27  million,  with  the  majority  of  funds  to 
be  raised  from  community  resources.   We  are  requesting  the  federal  share  to  be  $5  million 
for  the  Center  funded  over  Fiscal  Years  1994  and  1995.  The  balance  of  the  funding  will 
come  from  hospital  revenues  and  private  contributions. 
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We  know  that  this  is  a  year  of  very  limited  resources  and  tight  federal  dollars.   We 
know  that  there  are  other  projects  competing  for  your  consideration.    We  sincerely  believe 
that  what  we  are  doing  in  San  Francisco  is  extraordinarily  worthy  of  federal  support  and  is 
responsive  to  a  national  health  crisis  ~  particularly  in  women's  cancers  —  where  we  must 
dedicate  more  of  our  common  resources.    We  are  also  an  outreach  resource  for  medical 
professionals  through  the  Pacific  Northwest  region.   We  therefore  ask  you  to  do  all  you  can 
to  find  a  place  in  your  budget  to  fund  special  health  projects  of  this  nature  and  to  give  us  the 
leg-up  in  Washington  that  we  need  to  realize  our  vision  for  the  Cancer  Center  for  our 
community  and  for  the  country. 

We  thank  you  very  much  for  your  consideration. 
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PRESIDENT 

NEW  ENGLAND  DEACONESS  HOSPITAL 

before  the 

HOUSE  APPROPRIATIONS  COMMITTEE 

SUBCOMMITTEE  ON  TREASURY-POSTAL  SERVICE-GENERAL  GOVERNMENT 

U.  S.  HOUSE  OF  REPRESENTATIVES 

March  25,  1993 


Thank  you  for  the  opportunity  to  testify  before  your  Subcommittee.   Through  this 
testimony,  I  want  to  provide  an  update  to  the  Subcommittee  regarding  the  progress  of  the 
New  England  Deaconess  Hospital's  Network  for  the  Advanced  Care  of  the  Elderly,  a  project 
which  is  of  vital  importance  to  the  elderly  in  the  Greater  Boston  region  and  which  will  serve 
as  an  important  standard  for  elder  care  across  the  nation.   I  also  would  like  to  seek  the 
Subcommittee's  support  for  the  public-private  partnership  initiated  in  FY  1992  and  continued 
in  FY  1993  by  requesting  an  additional  $11  million  in  Federal  funding  for  the  network. 

The  New  England  Deaconess  Hospital,  a  major  contributor  to  elder  health  care  in  the 
Greater  Boston  Region  for  almost  a  century,  has  been  working  over  the  past  several  years  to 
establish  a  Network  for  the  Advanced  Care  of  the  Elderly.   Already  a  national  leader  in 
treatment  of  diseases  that  afflict  primarily  the  elderly,  such  as  diabetes,  heart  disease  and 
cancer,  the  Deaconess  Hospital  has  made  further  commitments  to  elder  health  care  through 
the  formation  of  a  hospital-wide  Elder  Care  Health  Program,  an  outpatient  geriatric 
assessment  center  and  numerous  community  education  and  consultation  services  regarding  the 
elderly. 
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The  Deaconess  ElderCare  Program  was  approved  and  funded  as  of  October  1,  1990. 
During  the  initial  four  months,  the  program  director  who  served  the  Harvard  Division  on 
Aging  as  Attending  Gerontologist  at  both  the  Brigham  and  Women's  and  Beth  Israel 
Hospitals,  began  to  recruit  staff  at  the  Deaconess  and  develop  initial  plans  to  the  Elder  Care 
Program.   A  major  activity  of  this  period  was  development  of  the  proposal  for  constructing 
an  elder-friendly  hospital  facility  for  Deaconess'  patient  base. 

In  1991,  the  Deaconess  Hospital  continued  its  efforts  in  program  planning  and 
development,  resulting  in  the  initiation  of  the  pilot  ElderCare  Service  in  May.   The  Eldercare 
Service  has  been  highly  effective  in  screening  and  early  intervention  in  high  risk  hospitalized 
older  patients,  and  in  intensive  participation  in  their  care.    Services  include  comprehensive 
multi-disciplinary  geriatric  assessment,  daily  care  coordination,  nursing  interventions, 
functional  preservation  and  discharge  planning.   Excellent  acceptance  by  Deaconess 
professionals,  including  physicians  and  nursing  staff,  has  demonstrated  that  the 
interdisciplinary  structure  and  groundwork  were  successful  in  promoting  an  integrated  and 
cooperative  mode  of  patient  care.    This  innovative  approach  to  geriatric  intervention  in 
hospitalized  patients  already  has  received  both  local  and  national  attention  as  a  promising 
model.   In  1992,  the  inpatient  service  grew,  and  an  outpatient  assessment  and  community 
follow  up  component  was  added. 

Looking  toward  the  future,  the  Hospital  is  enlarging  its  focus  from  the  originally 
proposed  Center,  which  was  intended  as  the  central  component  of  a  system-wide  integrated 
elder  care  program  to  also  encompass  community-based  care  and  outreach  activities.   This 
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expanded  geogrcq>hic  focus  will  aUow  the  hospital  to  serve  a  greater  number  of  the  area's 
elderly  population.   To  accomplish  this,  the  Deaconess  is  plaiming  to  establish  two 
community-based  geriatric  assessment  "satellites."   These  satellites  will  provide  local  access 
to  ElderCare  services,  and  provide  doctors  and  nurses  with  the  needed  space  to  allow  them  to 
accommodate  patient  needs.   Concurrent  with  the  establishment  of  these  satellites,  the 
Hospital  will  increase  its  elder  care  staffing  teams  in  an  effort  to  provide  community  care 
coordination  and  facilitate  the  mission  of  the  geriatric  assessment  center.   The  Hospital  is 
also  working  to  identify  a  number  of  discrete  elder  care  related  projects  that  will  be  deigned 
to  meet  specific  needs  of  local  community  based  groups  serving  the  inner  city  population. 
This  coordinated  approach  to  elder  health  care  will  allow  the  Hospital  to  expand  its  treatment 
philosophy  and  provide  care  in  the  most  ^>propriate  and  cost-effective  environments 
available. 

The  Deaconess'  outreach  efforts  will  be  coordinated  from  the  new  facility  being  built 
at  the  New  England  Deaconess  campus,  and  supported  by  the  newly  proposed  research 
building  to  be  located  adjacent  to  the  Center.  The  Network's  mission  and  purpose  will 
include  the  following  objectives: 

•         To  provide  an  up-to-date  research  environment  in  which  research  in  diseases 
of  the  elderly  can  lead  to  new  modalities  of  care  and  to  disseminate  the  results 
of  those  efforts  throughout  the  region; 
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•  To  collaborate  with  educational  and  service  institutions  to  spread  the 
philosophy  of  coordinated  elder  care,  and  to  educate  patients  and  their  families 
in  how  to  access  health  care  systems  most  effectively; 

•  To  pioneer  the  design  and  implementation  of  computerized  information 
managements,  building  design  and  transportation  that  will  further  enhance 
coordinated  elder  care; 

•  To  promote  team  formation  among  care-givers  and  value-based,  appropriate 
care  for  elderly  patients,  thereby  easing  the  transfer  of  patients  between 
institutions,  or  their  return  home; 

•  To  increase  access  of  the  elderly  population  to  these  services  through  increased 
community  outreach  services  and  the  establishment  of  satellite  offices; 

•  To  return  independence,  dignity  and  health  to  the  oldest  of  our  citizens,  with 
the  goal  of  minimizing  cost  while  maximizing  quality  of  care. 

Critical  re-examination  of  our  health  care  delivery  system  as  it  pertains  to  senior 
citizens  must  begin  now.   The  Deaconess  Hospital,  centrally  located  in  the  heart  of  Boston's 
medical  region,  stands  ready  to  meet  the  growing  needs  of  the  city's  elderly  population. 
Through  the  modeling  of  an  innovative  system  for  the  coordination  of  care,  the  Hospital's 
Network  for  the  Advanced  Care  of  the  Elderly  will  establish  an  important  and  unique 
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standard  for  the  region  and  the  nation  in  the  delivery  of  quality  health  care  to  the  elderly. 

The  New  England  Deaconess  Hospital  is  committed  to  establish  this  comprehensive 
elder  care  network.   In  addition  to  funding  assistance  the  hospital  is  seeking  from  the  Federal 
government.  Deaconess  will  continue  to  support  this  effort  with  assistance  from  private 
endowments  and  capital  funding  campaign.   To  date,  New  England  Deaconess  Hospital  has 
contributed  at  least  five  dollars  for  every  federal  dollar  that  has  been  dedicated  to  this 
network. 

Mr.  Chairman,  thank  you  again  for  the  opportunity  to  testify. 
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April    8,    1993 

Chairman  Steny  Hoyer 
Subcommittee  on  Treasury, 

Postal  Service  and  General  Government 
Committee  on  Appropriations 
H-164  Capitol 
Washington,  DC   20510 

Dear  Chairman  Hoyer: 

Thank  you  for  the  opportunity  to  submit  testimony  for  the 
record  of  the  March  25,  1993  hearing  on  the  non-profit  postal 
subsidy.   The  testimony  of  other  witnesses  left  some  impressions 
which  the  American  Association  of  Museums,  as  the  national 
organization  representing  America's  8000  museums  and  148,000 
museum  professionals,  would  like  to  correct. 

The  entire  museum  community  is  offended  by  the  pernicious 
claim  that  museum  catalogues  "represent  a  cynical  exploitation  of 
tax  laws  and  preferred  postal  rates  which  were  designed  for  a 
nobler  purpose."   It  is  simply  untrue.   Contrary  to  oral 
testimony,  most  museum  catalogues  do  not  invoke  the  unrelated 
business  income  tax.   Also,  it  is  false  to  claim  that  any  museum 
runs  a  "profitable"  catalogue  program;   museums  are  not  trying  to 
make  a  profit  at  all.   Any  money  made  from  these  mailings  goes 
directly  back  into  the  non-profit,  educational  mission  of  the 
instituticn.   Museums  operate  under  far  different  moral  and  legal 
restrictions  than  private  companies. 

In  an  attempt  to  find  an  equitable  legislative  solution  to 
this  funding  crisis  for  the  non-profit  postal  subsidy,  the 
American  Association  of  Museums  has  no  objection  to  the  removal 
of  all  UBIT-invoking  materials  from  this  preferred  rate.   We 
believe  that  the  mailing  of  material  unrelated  to  an 
institution's  non-profit  function  does  not  deserve  to  be  granted 
this  reserved  and  privileged  rate. 

We  do  not  believe  excluding  UBIT-invoking  material  would 
affect  most  of  our  museums.   Central  to  the  mission  of  museums  is 
public  education.   Museums  care  for  their  collections  in 
perpetuity  for  the  benefit  of  the  general  public.   Access  to 
these  original  objects  of  artistic,  historic  and  scientific 
significance  is  either  free  or  very  affordable  --  far  below  the 
cost  to  maintain  the  objects  or  what  market  forces  would  allow 

1225  Eye  Street 

Northwest  Telephone 

Washington  DC  (202)  289-1818 

20005  FAX  (202)  289-6578 
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museums  to  charge  for  access  to  them.   Museums  are  also 
augmenting  their  educational  services,  reaching  beyond 
traditional  lectures  and  symposia  to  the  creation  of  interactive 
programs  for  children  and  teachers  and  engaging  events  for  the 
greater  community.   A  landmark  report  entitled  Excellence  and 
Equity  details  the  potential  of  education  within  museums 
what  is  currently  taking  place  every  day  around  the  country  and 
may  soon  be  available  in  each  of  the  thousands  of  communities 
with  museums.   A  copy  of  the  report  is  enclosed;  we  can  supply 
additional  copies,  if  needed. 

Another  way  museums  increase  awareness  about  the  objects  for 
which  they  care  is  to  sell  reproductions  of  their  collections  and 
items  that  increase  the  understanding  of  those  objects,  such  as 
reference  books.   It  has  long  been  the  understanding  of  the 
authors  of  the  unrelated  business  income  tax  and  the  Internal 
Revenue  Service  that  the  sale  of  these  reproductions  and 
associated  educational  material  is  directly  related  to  the 
educational  mission  of  museums.   Museum  stores,  both  at  the 
museums  and  off-site,  as  well  as  catalogue  sales,  are  subject  to 
this  rigorous  test:   if  an  item  is  unrelated  to  the  museum's 
educational  mission,  UBIT  must  be  paid. 

Thus,  the  sale  through  catalogue  of  these  educational  items 
does  not  invoke  UBIT  and  would  not  cause  mailings  containing 
these  items  to  be  excluded  from  the  preferred  rates  under  these 
plans.   That  some  would  impugn  the  reputation  of  museums  by 
accusing  them  without  grounds  of  knowingly  abusing  the 
non-profit  postal  rate  is  disrespectful  to  this  subcommittee  and 
inappropriate  to  the  high  standards  demanded  of  witnesses  before 
the  Congress.   The  motivation  of  such  witnesses,  not  the  museums 
being  attacked,  should  be  questioned. 

Thank  you  for  this  opportunity  to  set  the  record  straight  by 
including  this  as  testimony.  y^ 


Sinc^re;ry,  /J-  / 


Edward  H.  Able,  Jr. 

Executive  Director 

American  Association  of  Museums 
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FOREWORD  ^^^     ■     "^H    his  report  from  the  American  As- 

sociation of  Museums  points  the 
way  for  museums  to  expand  their 
role  as  educational  institutions,  es- 
pecially with  regard  to  culturally 
diverse  audiences.  For  many  years 
the  Metropolitan  Life  Foundation 
has  supported  museum-based  activities  designed  to  benefit  minority  artists  and  audi- 
ences. Through  two  museum  grant  programs,  Minority  Visual  Arts  and  Multicultural 
Initiatives,  the  foundation  has  targeted  grants  to  museums  for  exhibitions,  outreach 
programs,  professional  training,  and  symposiums. 

Our  support  oi  Excellence  and  Equity:  Education  and  the  Public  Dimension  of  Museums 
is  a  natural  continuation  of  our  commitment  to  the  museum  community.  We  are  de- 
lighted to  be  part  of  it. 


Robert  G.  Schwartz 

Chairman,  President,  and  Chief  Executive  Officer 

Metropolitan  Life  Insurance  Company 


Metropolitan 

Life  Foundation 
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PREFACE  ~^"^B^~"^^'''H      xcellence  and  Equity:  Education  and 

the  Public  Dimension  of  Museums  is 
the  first  major  report  on  the  edu- 
cational role  of  museums  ever  to 
be  issued  by  the  American  Asso- 
ciation of  Museums.  As  such,  it  is 
a  landmark  document.  But  the 
dialogue  about  museums'  educational  role  has  stimulated  and  challenged  museum  pro- 
fessionals for  many  decades.  With  this  report,  the  association  stimulates  and  challenges 
us  in  new  ways  and  provides  leadership  as  we  take  stock  and  prepare  for  the  realities  of 
life  in  the  twenty-first  century. 

The  title  links  two  concepts — excellence  and  equity.  By  giving  these  concepts  equal 
value,  this  report  invites  museums  to  take  pride  in  their  tradition  as  stewards  of  excel- 
lence and  to  embrace  the  cultural  diversity  of  our  nation  as  they  foster  their  tremendous 
educational  potential.  Both  elements — excellence  and  equity — must  be  imbedded  in  ev- 
erything we  do  if  museums  are  to  serve  a  rapidly  changing  world  in  a  meaningful  way. 

This  report  was  adopted  as  a  policy  statement  by  the  American  Association  of  Mu- 
seums Board  of  Directors  in  May  1991.  It  reflects  the  work  of  the  AAM  Task  Force 
on  Museum  Education,  which  was  created  by  AAM  president  Joel  N.  Bloom  in 
September  1989  and  charged  with  describing  the  critical  issues  in  museum  education, 
recommending  action  to  strengthen  and  expand  the  educational  role  of  museums  in 
today's  world,  and  outlining  an  ongoing  role  for  museums,  professional  associations, 
and  other  appropriate  organizations  to  ensure  that  the  task  force's  recommendations 
would  be  carried  out.  The  work  of  the  task  force  was  an  outgrowth  of  the  Commission 
on  Museums  for  a  New  Century,  which  in  its  1984  report  asserted  the  far-reaching  po- 
tential of  museums  as  educational  institutions. 

Excellence  and  Equity  ^restnts  an  expanded  definition  of  museums'  educational  role 
that  involves  the  entire  museum — from  trustees  to  guards  in  the  galleries,  from  public 
relations  staff  to  docents  who  give  tours,  from  curators  to  educators.  The  missions  of 
museums,  the  report  submits,  should  state  unequivocally  that  there  is  an  educational 
purpose  in  every  museum  activity. 

This  report  is  based  on  three  key  ideas: 


1 

2 


The  commitment  to  education  as  central  to  museum's  public  service  must  be  clearly 
expressed  in  every  museum's  mission  and  pivotal  to  every  museum's  activities. 

Museums  must  become  more  inclusive  places  that  welcome  diverse  audiences,  but  first 
they  should  reflect  our  society's  pluralism  in  every  aspect  of  their  operations  and  programs. 
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3   Dynamic,  forceful  leadership  from  individuals,  institutions,  and  organizations 
within  and  outside  in  the  museum  community  is  the  key  to  fulfilling  museums' 
potential  for  public  service  in  the  coming  century. 

Excellence  and  Equity  represents  the  commitment  of  a  diverse  group  of  twenty- five 
individuals  who  worked  together  for  more  than  two  and  a  half  years.  The  task  force 
members  represented  different  kinds  of  museums,  areas  of  the  country,  professional  and 
volunteer  positions,  and  years  of  service.  We  willingly  engaged  in  open  and  challeng- 
ing discussions  about  topics  that  often  touched  the  core  of  our  beliefs  and  feelings  about 
the  profession.  Together,  we  reached  a  consensus  about  the  principles  and  recommen- 
dations expressed  in  this  report. 

As  chair  of  the  task  force,  I  took  this  complex  dialogue  beyond  the  task  force  and 
invited  responses  from  other  museum  professionals  in  all  types  of  museums  in  many 
regions  of  the  country  as  well  as  from  the  AAM  Executive  Committee  and  Board  of 
Directors.  At  a  "towTi  meeting"  session  during  the  1991  AAM  annual  meeting,  we  so- 
licited reactions  from  the  field  to  the  report  and  to  the  association's  plans  for  imple- 
mentation. 

While  many  reports  gather  dust  more  quickly  than  they  generate  change,  the 
AAM  is  actively  working  to  facilitate  and  implement  the  imperatives  oi  Excellence 
and  Equity.  A  new  Museum  Assessment  Program — Public  Dimension  Assessment, 
or  MAP  III — provides  an  avenue  for  museums  to  implement  the  goals  expressed  in 
this  report.  The  accreditation  process  helps  museums  to  articulate  the  issues,  con- 
cerns, and  methods  of  public  service.  In  the  legislative  arena,  the  AAM  is  moving 
to  advocate  a  broader  base  of  funding  for  museums  as  educational  institutions. 

Within  the  museum  profession,  the  agendas  of 
EACH     OF     us  regional  and  national  professional  meetings  are 

MUST     EMBRACE     THE     already  reflecting  a  heightened  awareness  of  the 
CHALLENGES  ideas  expressed  in  this  report.  To  promulgate 

EXPRESSED     IN     THE       such  an  awateuess  on  a  larger  scale,  the  AAM  is 
FOLLOWING     PAGES,       developing  a  major  public  relations  campaign. 
BOTH     PHiLosoPHi-  This  teport  could  not  have  been  accomplished 

CALLY     AND  wdthout  the  continued  support  of  AAM  president 

PRACTICALLY,     SO  Joel  N.  Bloom,  who  formed  the  task  force,  and  his 

THAT     ALL    CITIZENS     succcssor  as  president,  Ellsworth  H.  Brown.  The 
CAN     FULLY  members  of  the  AAM  Board  of  Directors  pro- 

EXPERiENCE     THE  vided  Outstanding  guidance,  as  did  the  standing 

PUBLIC     DIMENSION        professional  committees,  especially  the  Standing 
OF     MUSEUMS.  Professional  Committee  on  Education.  The  lead- 
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ership  of  the  association's  professional  staff  was  also  critical  to  this  report.  Executive 
director  Edward  H.  Able,  Jr.,  accepted  the  challenges  articulated  in  the  document  and 
helped  secure  support  for  implementation.  Patricia  E.  Williams,  deputy  executive 
director  for  programs  and  policy;  Kim  Igoe,  director  of  accreditation  and  museum 
standards;  Arlene  Williams,  director  of  development;  and  Alma  Gates,  executive  as- 
sistant, provided  guidance  and  support,  as  did  Kathy  Dwyer  Southern,  now  executive 
director  of  the  National  Cultural  Alliance.  EUen  Cochran  Hirzy  s  expertise  with  words 
and  patience  through  numerous  drafts  helped  us  to  achieve  a  thoughtful  and  coher- 
ent document. 

Recognition  must  be  given  to  the  members  of  the  Task  Force  on  Museum  Educa- 
tion, all  articulate,  reflective,  and  passionate  people,  who  brought  their  considerable 
experience  to  bear  in  serious  discussions  of  complex  issues  and  committed  themselves 
to  moving  the  agenda  forward  through  its  review  process  to  reach  the  consensus  ex- 
pressed here. 

Finally,  we  acknowledge  the  support  of  the  Metropolitan  Life  Foundation.  The 
foundation's  generous  underwriting  of  this  publication  has  helped  to  assure  its  dis- 
semination to  the  museum  and  education  fields.  The  association  and  the  task  force  are 
grateful  to  Metropolitan  Life  for  the  vision  it  has  demonstrated  as  the  first  corporate 
sponsor  of  these  important  activities. 

Excellence  and  Equity  calls  for  fundamental  change  in  how  museums  view  their  ser- 
vice to  society.  The  responsibility  for  effecting  this  change  is  ours.  Each  of  us  must  em- 
brace the  challenges  expressed  in  the  following  pages,  both  philosophically  and  prac- 
tically, so  that  all  citizens  can  fiilly  experience  the  pubUc  dimension  of  museums. 

Bonnie  Pitman 

Chair,  AAM  Task  Force  on  Museum  Education 

December  1991 


♦     ♦♦♦♦♦ 
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EXECUTIVE  A  gainst  a  backdrop  of  global 

SUMMARY  /^^  change,  this  report  from  the 

American  Association  of  Mu- 
seums— prepared  by  its  Task 
Force  on  Museum  Education 
and  adopted  by  the  AAM 
Board  of  Directors  in  May 
1991 — speaks  to  a  new  definition  of  museums  as  institutions  of  public  service  and  ed- 
ucation, a  term  that  includes  exploration,  study,  observation,  critical  thinking,  con- 
templation, and  dialogue.  Museums  perform  their  most  fruitful  public  service  by  pro- 
viding an  educational  experience  in  the  broadest  sense:  by  fostering  the  abihty  to  live 
productively  in  a  pluralistic  society  and  to  contribute  to  the  resolution  of  the  challenges 
we  face  as  global  citizens.  The  public  educational  responsibility  of  museums  has  two 
facets:  excellence  and  equity.  In  every  aspect  of  their  operations  and  programs,  muse- 
ums must  combine  a  tradition  of  intellectual  rigor  with  the  inclusion  of  a  broader  spec- 
trum of  our  diverse  society.  By  making  a  commitment  to  excellence  in  public  service, 
museums  can  assure  that  decisions  about  collecting,  exhibitions,  programs,  and  other 
activities  are  supported  both  by  rigorous  scholarship  and  by  respect  for  the  many  cul- 
tural and  intellectual  viewpoints  that  museum  collections  stand  for  and  stimulate.  By 
making  a  commitment  to  equity  in  public  service,  museums  can  be  an  integral  part  of 
the  human  experience,  thus  helping  to  create  the  sense  of  inclusive  community  so  of- 
ten missing  in  our  society. 

Excellence  and  Equity  is  based  on  an  expanded  notion  of  public  service  and  educa- 
tion as  a  museum-wide  endeavor  that  involves  trustee,  staff,  and  volunteer  values  and 
attitudes;  exhibitions;  public  and  school  programs;  publications;  public  relations  efforts; 
research;  decisions  about  the  physical  environment  of  the  museum;  and  choices  about 
collecting  and  preserving.  These  elements  are  among  the  many  that  shape  the  educa- 
tional messages  museums  convey  to  the  public. 

This  report  urges  action  on  critical  issues  related  to  excellence  and  equity,  issues 
that  the  museum  community  must  address  if  museums  are  to  fulfill  their  positions  as 
vital  institutions  in  service  to  society.  It  poses  some  thought-provoking  questions: 
How  can  museums,  which  have  so  much  to  contribute  to  the  collective  human  ex- 
perience, welcome  the  broad  spectrum  of  our  society?  How  can  they  use  the  abun- 
dance of  their  collections  and  their  scholarly  resources  to  enrich  and  empower  citi- 
zens from  all  backgrounds?  How  can  museum  professionals  and  trustees  effect  the 
serious  and  lasting  change  needed  to  assure  that  museums  are  integral  to  the  social 
fabric?  This  report  presents  a  plan  for  action  that  centers  on  the  following  ten  prin- 
ciples with  accompanying  recommendations: 
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1  Assert  that  museums  place  education — in  the  broadest  sense  of  the  word — at  the 
center  of  their  public  service  role.  Assure  that  the  commitment  to  serve  the  pub- 
lic is  clearly  stated  in  every  museum's  mission  and  central  to  every  museum's  activities. 


2 
3 
4 
5 


Reflect  the  diversity  of  our  society  by  establishing  and  maintaining  the  broadest 
possible  public  dimension  for  the  museum. 

Understand,  develop,  expand,  and  use  the  learning  opportunities  that  museums 
ofl^er  their  audiences. 

Enrich  our  knowledge,  understanding,  and  appreciation  of  our  collections  and  of 
the  variety  of  cultures  and  ideas  they  represent  and  evoke. 

Assure  that  the  interpretive  process  manifests  a  variet\'  in  cultural  and  intellectual 
perspectives  and  reflects  an  appreciation  for  the  diversity  of  museums'  public. 


6  Engage  in  active,  ongoing  collaborative  efforts  with  a  wide  spectrum  of  organiza- 
tions and  individuals  who  can  contribute  to  the  expansion  of  the  museum's  public 
dimension. 


7 
8 


Assess  the  decision-making  processes  in  museums  and  develop  new  models  that 
enable  an  expanded  public  dimension  and  a  renewed  commitment  to  excellence. 

Achieve  diversity  among  trustees,  staff,  and  volunteers  to  assure  a  breadth  of  per- 
spective throughout  the  museum. 


9  Provide  professional  development  and  training  for  new  and  established  profes- 
sionals, trustees,  and  volunteers  that  meets  the  needs  of  the  museum  profession  so 
that  museums  may  carry  out  their  responsibility  to  their  diverse  public. 

^  f\  Commit  leadership  and  financial  resources — in  individual  museums,  profes- 
JL  yj  sional  organizations,  and  training  organizations  and  universities — to  strengthen 
the  public  dimension  of  museums. 

These  are  complex  challenges  that  require  time,  resources,  and  commitment.  But 
museums  must  seek  solutions  If  they  are  to  play  a  pivotal  role  as  educational  institu- 
tions. Guided  by  the  spirit  of  excellence  and  equity,  museums  have  the  potential  to  nur- 
ture an  enlightened,  humane  citizenry  that  appreciates  the  value  of  knowing  about  its 
past,  is  resourcefiilly  and  sensitively  engaged  in  the  present,  and  is  determined  to  shape 
a  future  in  which  many  experiences  and  many  points  of  view  are  given  voice. 
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INTRODUCTION  ^    ■     ^^B    he  cducational  role  of  7\merican 

museums  has  been  central  to  their 
history,  evolving  through  the  years 
in  relationship  to  the  changing 
public  dimension  of  museums.  To- 
day, as  w^e  consider  museums  and 
education  against  a  backdrop  of 
global  change,  a  central  question  shapes  the  dialogue:  How  can  museums — as  multi- 
dimensional, socially  responsible  institutions  with  a  tremendous  capacity  for  bringing 
knowledge  to  the  public  and  enriching  all  facets  of  the  human  experience — help  to  nur- 
ture a  humane  citizenry  equipped  to  make  informed  choices  in  a  democracy  and  to  ad- 
dress the  challenges  and  opportunities  of  an  increasingly  global  society?  Museums  can 
no  longer  confine  themselves  simply  to  preservation,  scholarship,  and  exhibition  inde- 
pendent of  the  social  context  in  which  they  exist.  They  must  recognize  that  the  public 
dimension  of  museums  leads  them  to  perform  the  public  service  of  education — a  term 
that  in  its  broadest  sense  includes  exploration,  study,  observation,  critical  thinking,  con- 
templation, and  dialogue. 

Museums  have  a  dual  public  responsibility  suited  to  today's  world.  One  element  of 
this  responsibility  is  excellence:  A  hallmark  of  museums  is  intellectual  rigor,  a  tradition 
that  must  continue  to  be  applied  in  the  context  of  a  wider  public  dimension.  The  other 
element  is  equity:  In  reexamining  their  public  dimension,  museums  must  include  a 
broader  spectrum  of  our  diverse  society  in  their  activities.  Museums  must  fulfill  both 
elements  of  this  dual  responsibility — excellence  and  equity — in  every  aspect  of  their 
operations  and  programs. 

Three  key  concepts  are  embodied  in  this  report: 

♦  First,  the  educational  role  of  museums  is  at  the  core  of  their  service  to  the  public. 
This  assertion  must  be  clearly  stated  in  every  museum's  mission  and  central  to  every 
museum's  activities. 

♦  Second,  museums  have  the  potential  to  be  enriched  and  enlivened  by  the  nation's 
diversity.  As  public  institutions  in  a  democratic  society,  museums  must  achieve  greater 
inclusiveness.  Trustees,  staff,  and  volunteers  must  acknowledge  and  respect  our  nation's 
diversity  in  race,  ethnic  origin,  age,  gender,  economic  status,  and  education,  and  they 
should  attempt  to  reflect  that  pluralism  in  every  aspect  of  museums'  operations  and 
programs. 

♦  Third,  dynamic,  forcefiil  leadership  is  needed  within  and  outside  the  museum  com- 
munity. Strong  leadership  on  the  part  of  individuals,  institutions,  and  organizations 
will  provide  vision,  inspire  broad-based  commitment,  and  generate  resources;  it  is  the 
key  to  meeting  the  challenges  and  flilfiUing  the  promise  expressed  in  this  report. 
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This  report  is  based  on  the  premise  that  every  area  of  museum  activity  contributes 
to  museums'  public  dimension  and  to  the  important  public  service  museums  provide. 
The  traditional  term  "museum  education"  is  too  specialized  to  encompass  the  multi- 
faceted  educational  role  of  museums.  This  report  focuses  instead  on  the  expanded  no- 
tion of  public  service,  defined  here  as  a  museum-wide  endeavor  that  involves  trustee, 
staff,  and  volunteer  values  and  attitudes;  exhibitions;  public  and  school  programs;  pub- 
lications; public  relations  efforts;  research;  decisions  about  the  physical  environment  of 
the  museum;  and  choices  about  collecting  and 

preserving.  These  are  just  some  of  the  elements         the     public     dimen- 
that  shape  the  educational  messages  museums  sion     of     museums 

convey  to  the  public  and  the  public  service  they  leads    them 

provide.  to     perform     the 

This  report  also  affirms  the  premise  that  public  service  of 
museums  have  an  aggregate  importance  as  edu-  education  —  a  term 
cational  institutions,  recognizing  that  not  every  that     in     its 

museum  can  be  all  things  to  all  people.  Muse-  broadest    sense 

urns'  fullest  public  service  derives  from  their  col-       includes     explora- 
lective  contribution  to  their  audiences.  Each  tion,     study, 

museum  has  individual  quahties  and  a  local  and  observation, 

regional  significance;  together  museums  are  a      critical     thinking, 
pluralistic  group  of  institutions  working  to  contemplation, 

benefit  society.  Consistent  with  their  missions,  and     dialogue. 

individual  museums  of  different  sizes  and  types 

must  ensure  that  they  are  accessible  to  a  broad  audience  and  that  they  do  not  inten- 
tionally or  even  subtly  and  unintentionally  exclude  anyone. 

This  report  also  stresses  the  significance  of  museums  in  the  educational  complex 
of  a  democratic  society.  Museums  have  a  vital  place  in  a  broad  educational  system 
that  includes  formal  institutions  such  as  universities,  schools,  and  professional  train- 
ing institutes  and  informal  agents  of  socialization  such  as  the  family,  workplace, 
and  community.  Museums  have  the  capacity  to  contribute  to  formal  and  informal 
learning  at  every  stage  of  life,  from  the  education  of  children  in  preschool  through 
secondary  school  to  the  continuing  education  of  adults.  They  add  a  tangible  di- 
mension to  learning  that  occurs  in  formal  settings.  Museum  relationships  with 
schools  and  universities,  in  particular,  have  great  future  potential  as  new  curriculum 
efforts  call  for  a  strengthening  of  the  sciences,  arts,  and  humanities.  Museums  also 
have  the  potential  to  create  partnerships  in  their  communities  with  other  organiza- 
tions that  serve  the  public  in  informal  settings,  such  as  libraries,  civic  groups,  and  so- 
cial service  organizations. 
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THE    CONTEXT  ^^^"H"^^^    ^^  American  Association  of  Muse- 

FORPUBLic  W  H  ^    urns'  Commission  on  Museums  for 

SERVICE  I  I  |a  New  Century  laid  the  foundation 

for  the  task  force's  work  and  for 
this  document.  In  its  1984  report 
Museums  for  a  New  Century,  the 
commission  affirmed  fundamental 
principles  of  museum  education  and  made  recommendations  for  future  action.  As  they 
sought  to  assess  and  clarify  the  role  of  museums  in  our  society,  commission  members 
returned  often  to  the  themes  of  public  service  and  education.  Throughout  their  his- 
tory, the  report  said,  American  museums  have  "embraced  the  notion  that  they  should 
communicate  the  essence  of  ideas,  impart  knowledge,  encourage  curiosity  and  promote 
esthetic  sensibility."  "If  collections  are  the  heart  of  museums,"  the  report  continued, 
"what  we  have  come  to  call  education — the  commitment  to  presenting  objects  and 
ideas  in  an  informative  and  stimulating  way — is  the  spirit."  The  Commission  on  Mu- 
seums also  delineated  the  unique  qualities  of  learning  in  museums  and  called  for  a  bet- 
ter integration  of  the  education  function  in  the  museum's  organizational  structure.  The 
commission  described,  and  the  task  force  affirms,  the  powerful  capacity  of  museums  to 
contribute  to  "the  richness  of  the  collective  human  experience." 

With  the  new  century  now  less  than  ten  years  away,  how  can  museums  best  enrich 
the  collective  human  experience?  And  how  are  museums  preparing  to  fulfill  their  pub- 
lic responsibility?  As  we  approach  the  end  of  the  twentieth  century,  national  bound- 
aries are  shifting.  Diversity — cultural,  intellectual,  environmental,  social,  economic, 
ethnic,  national,  educational,  and  generational — is  seeking  flill  expression.  As  a  nation, 
we  are  engaged  in  a  debate  about  how  we  will  think  about  and  respond  to  the  issues  of 
diversity  and  to  demands  for  equality,  a  task  with  which  we  have  historically  struggled. 
Multinational  corporations  and  new  economic  communities  cross  political  barriers, 
whUe  at  the  same  time  imbalances  of  wealth  and  poverty  threaten  political  stability. 
Rapid  economic  development  poses  clear  environmental  dangers.  These  are  shared 
challenges  with  global  implications,  and  there  are  no  easy  answers.  The  solutions  our 
society  seeks  must  respect  the  interests  of  individual  communities  as  well  as  those  of 
our  nation  and  our  planet. 

For  the  individual,  living  in  a  pluralistic  society  and  contributing  to  the  resolution  of 
multifaceted  global  questions  requires  a  range  of  distinctive  skills  and  abilities,  including: 

♦  an  understanding  of  and  a  respect  for  all  peoples 

♦  a  spirit  of  inquiry  and  an  openness  to  new  ideas  and  approaches 

♦  an  ability  to  address  issues  and  problems  through  the  rigorous  application  of  cre- 
ative and  critical  thinking  skills 
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♦  an  ability  to  become  involved  in  one's  surroundings  on  visual,  verbal,  and  auditory 
levels 

♦  an  understanding  of  history,  science,  the  natural  world,  artistic  expression,  and  hu- 
mankind, along  with  the  conviction  that  this  understanding  is  essential  for  a  fulfilling 
and  responsible  life. 

Museums,  through  their  collections,  exhibitions,  public  and  school  programs,  publi- 
cations, public  relations  activities,  scholarly  activity,  and  other  programs,  foster  these  skills 
and  abilities,  thereby  contributing  to  a  learning  process  that  continues  throughout  life. 

Since  the  report  of  the  Commission  on  Museums  for  a  New  Century  was  issued, 
there  have  been  significant  changes  in  the  way  the  museum  field  and  professionals  in 
individual  museums  view  the  public  responsibility  of  museums.  Recent  statements  of 
professional  ethics  and  standards  reaffirm  museums'  educational  role.  The  AAM  Ed- 
ucation Committee's  statement  on  Professional  Standards  for  Museum  Educators  elu- 
cidates the  museum  educator's  obligations  to  the  public.  The  new  Code  of  Ethics  for 
Museums  adopted  by  the  AAM  Board  of  Directors  makes  public  service  and  educa- 
tion central  to  museum  responsibilities.  A  critical  aspect  of  the  self-study  required  for 
museum  accreditation  is  the  public  educational  fimction.  The  Museum  Assessment 
Programs  of  the  AAM  and  the  Institute  of  Museum  Services  now  offer  museums  the 
opportunity  to  examine  the  effectiveness  of  their  public  service. 

Again  and  again  in  individual  museums,  education  has  been  affirmed  as  an  essential 
part  of  the  institution's  mission.  The  tension  between  the  concerns  of  collecting,  preser- 
vation, and  research  and  the  responsibility  of  public  access  is  giving  way  to  partnerships 
among  curators,  educators,  and  designers  that  combine  their  interests  and  strengthen  the 
linkage  between  scholarship  and  interpretation.  In  many  museums  the  educational  func- 
tion is  no  longer  the  discrete  province  of  educators  but  a  fundamental  task  that  involves 
all  staff.  It  is  important  to  caution,  however,  that 

while  the  case  for  education  has  been  made  and  with     the     new 

strengthened,  the  term  too  often  continues  to  century  now  less 
connote  specific  programs  for  school  children  than     ten     years 

rather  than  an  institution-wide  commitment  to  away,     how 

sharing  knowledge  with  the  pubUc,  as  the  task  can  museums  best 
force  has  described  it  in  this  report.  enrich    the 

The  very  nature  of  interpretation  is  in  tran-  collective     human 

sition  as  well.  In  many  areas  of  scholarship,  what  experience?     and 

one  task  force  member  called  a  "quiet  revolution"  how    are     museums 

in  the  philosophy  of  interpretation  is  under-  preparing  to  ful- 
way.  Concepts  of  the  "meaning"  of  objects  and  fill    their     public 

the  way  museums  communicate  about  them  are  responsibility? 
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changing.  Objects  are  no  longer  viewed  solely  as  things  in  themselves,  but  as  things  with 
complex  contexts  and  associated  value-laden  significance.  Each  \asitor  supplies  yet  an- 
other context  and  another  layer  of  meaning  by  bringing  individual  experiences  and  val- 
ues to  the  encounter  with  objects  in  a  museum  setting.  Changing  interpretive  approaches 
will  have  a  strong  impact  on  museum  collections  and  the  public's  understanding  of  them. 

WHATMUSEUMS  A  s  cducational  institutions  with 

CAN     CONTRIBUTE  #^^  3.  long  tradition  of  public  ser- 

vice and  scholarship,  muse- 
ums make  essential  contribu- 
tions to  today's  society.  In  the 
task  force's  discussions,  cer- 
tain characteristics  emerged 
as  the  essence  of  museums'  educational  function.  Museums 

♦  provide  meeting  grounds  where  enriching  experiences  are  offered  both  through  hu- 
man interaction  and  interaction  with  objects  and  ideas 

♦  offer  direct  encounters  with  objects 

♦  are  grounded  in  a  tradition  of  intellectual  rigor  and  high  standards  of  scholarship 
and  balanced  by  an  understanding  and  representation  of  cultural  perspective 

♦  encourage  lifelong  learning  among  people  of  all  ages  and  backgrounds,  at  all  levels 
of  capability,  mastery,  and  interest 

♦  supply  a  context  in  which  to  trace  the  continuity  of  human  experience  and  the  nat- 
ural world  and  to  examine  change  critically 

♦  serve  as  appropriate  places  to  confirm  and  validate  accepted  ideas  and  can  be  forums 
for  presenting  and  testing  alternative  ideas  and  addressing  controversy 

♦  offer  the  potential  to  present  a  variety  of  cultural  and  intellectual  perspectives 

♦  communicate  change  in  global  systems  and  the  urgency  of  addressing  questions  that 
affect  the  global  village 

♦  communicate  through  a  variety  of  means — from  exhibitions  to  interpreters  to  elec- 
tronic media — in  many  combinations,  both  within  and  outside  their  walls 

♦  offer  the  opportunity  for  experiential,  emotional,  and  intellectual  learning  that  is 
self-directed  and  voluntary 

♦  provide  places  for  reflection  and  contemplation  as  well  as  avenues  for  exploration 
and  discovery 

♦  serve  as  training  grounds  for  current  and  future  professionals  in  museums  and  in  the 
field  of  education 

♦  contribute  unique  resources  to  the  process  of  collaboration  with  other  institutions 
and  organizations  in  their  communities. 
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CRITICAL  ISSUES  ^  *^\^^  omc  muscums  have  been  successful  in 
iNSEEKiNG  £  ^     many  aspects  of  their  public  dimension. 

A  WIDER  PUBLIC  ^^^^^  •  But  despite  their  potential,  some  have 
DIMENSION  ^^^^^^     not  RiUy  used  their  impressive  qualities 

consistendy  and  creatively  enough  to 
achieve  their  educational  role.  The  task 
force  reached  several  conclusions: 

♦  Many  museums  have  not  made  a  strong  enough  commitment  to  an  expanded  pub- 
lic dimension  that  makes  them  true  centers  of  learning  for  the  diverse  audiences  they 
are  responsible  for  serving. 

♦  Some  members  of  the  public  feel  that  museums  have  no  relevance  to  their  lives. 
Some  people  do  not  feel  welcome  in  museums;  others  visit  museums  only  to  leave  feel- 
ing inadequate.  Only  a  few  understand  the  whole  spectrum  of  museums  as  educational 
institutions. 

♦  Museum  professionals  have  not  adequately  recognized  that  virtually  every  decision, 
from  collecting  and  exhibition  policies  to  public  relations  plans  to  architectural  design  and 
security  arrangements,  shapes  their  institutions'  public  service  and  educational  mission. 

♦  Some  museum  staffs  and  boards  of  trustees  are  not  adequately  representative  of  our 
pluralistic  society,  and  the  voice  of  the  community  is  not  widely  heard  in  museum  de- 
cision making. 

♦  Few  museums  have  made  rigorous  scholarship  a  high  priority  in  support  of  presen- 
tation and  exhibition  programs. 

♦  Too  few  museums  are  involved  in  systematic  evaluation  and  self-study  as  a  stimu- 
lus for  institutional  vitality  and  growth. 

♦  Many  museums  could  be  more  effective  in  working  with  formal  and  informal  edu- 
cational institutions  and  organizations  as  partners  in  carrying  out  their  public  service. 

♦  Museum  professionals  have  few  models  of  organizational  structures  and  exemplary 
programming  that  encourage  an  expanded  educational  role  for  their  institutions.  They 
are  further  restricted  by  the  absence  of  a  body  of  professional  literature,  lack  of  contact 
with  the  broader  field  of  education,  and  limited  availability  of  training  for  staff  mem- 
bers and  volunteers. 

♦  Declining  financial  resources  often  force  the  reduction  in  or  elimination  of  public 
programs,  an  indication  that  public  service  has  not  been  fiiUy  incorporated  in  muse- 
ums' missions. 

The  challenge  for  museums  today  is  to  resolve  these  critical  issues  and  reach  for 
their  full  potential  as  educational  institutions  with  a  vital  public  service  to  perform.  The 
following  action  plan  points  to  opportunities  for  embracing  and  implementing  the 
changes  that  are  necessary  if  museums  are  to  meet  that  challenge. 
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A    WIDER  ^    ■"^^H    his  report  presents  ten  principles 

PUBLIC  W         H  ^    with  attending  recommendations 

dimension:  |  H  |    for  consideration  and  action.  The 

A     PLAN  H  principles  and  recommendations 

FOR    ACTION  H  emphasize  museums'  dual  respon- 

H  sibiHty  to  achieve  excellence  and 
H equity  in  defining  their  pubUc  di- 
mension. Although  each  principle  focuses  on  a  particular  concern  museums  must  ad- 
dress, the  principles  and  recommendations  must  be  considered  not  in  isolation  but  in 
the  context  of  the  broader  ideas  expressed  in  this  report.  The  task  force  recognized  that 
some  institutions  in  the  heterogeneous  museum  community  are  already  carrying  out 
these  recommendations  in  an  exemplary  fashion. 
This  action  plan  is  directed  to 

♦  museum  trustees,  who  establish  poUcy  for  individual  museums  and  provide  leader- 
ship in  fiilfilling  museums'  missions 

♦  museum  professionals,  who  create  and  carry  out  the  programs  that  advance  the  pub- 
lic responsibility  of  museums 

♦  museum  volunteers,  who  are  partners  in  many  aspects  of  museums'  public  dimension 

♦  professional  organizations  at  the  national,  regional,  state,  and  local  levels,  which 
provide  leadership  and  technical  assistance  to  support  museums'  public  dimension 

♦  university-based  programs  that  prepare  professionals  for  museum  work,  including 
programs  in  specific  disciplines,  education,  and  museum  training 

♦  educators  in  other  segments  of  the  educational  complex,  who  work  in  partnership 
with  museums 

♦  community  leaders,  who  are  links  between  museums  and  their  audiences 

♦  representatives  of  public  and  private  funding  sources,  who  provide  support  for  mu- 
seum programs  and  activities 
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mission  yA       Assert  that  museums  place  educa- 

tion— in  the  broadest  sense  of  the 
word — at  the  center  of  their  public 
service  role.  Assure  that  the  commitment  to  serve  the  pubUc  is  clearly  stated  in  every 
museum's  mission  and  central  to  every  museum's  activities. 

This  report  speaks  to  a  new  definition  of  museums  as  educational  institutions 
that  carry  out  their  public  service  in  the  spirit  of  excellence  and  equity.  Museum 
missions  should  state  unequivocally  that  an  educational  purpose  is  imbedded  in  ev- 
ery museum  activity.  The  new  definition  requires  a  commitment  to  achieving  the 
full  pluralistic  potential  of  museums  by  embracing  the  diversity  of  our  society  and 


14 


564 


reflecting  it  in  all  activities  and  at  all  levels.  this    report 

Trustees,  staff,  and  volunteers  must  make  a  speaksto 

personal  investment  in  expanding  the  public  di-  a     new     definition 

mension  of  museums.  Each  of  us  brings  to  the  of    museums 

task  of  public  service  our  own  know^ledge  and  ex-  as     educational 

perience  and  our  own  biases,  however  uncon-  institutions    that 

scious.  Self-reflection  is  an  important  first  step  if  carry    out    their 

we  are  to  recognize  the  gaps  in  our  own  knowl-  public     service     in 

edge  and  experience  as  well  as  the  nature  of  our  the     spirit    of 

biases.  Those  charged  wdth  making  museum  pol-  excellence 

icy,  as  well  as  those  charged  with  carrying  it  out,  and    equity,    museum 

must  understand  the  diversity  of  our  society  and  missions    should 

support  the  implications  of  that  diversity  for  mu-  state     unequivo- 

seum  operations  and  activities.  cally    that 

an     educational 

recommendations 

purpose     is 

♦  Ensure  that  the  museum's  mission  statement  imbedded  in  every 
expresses  a  primary  commitment  to  education  museum  activity. 
and  public  service  for  diverse  audiences. 

♦  Ensure  that  the  museums  strategic  plan  acknowledges  the  institution-wide  nature 
of  public  service  and  states  clear  goals  and  objectives  for  expanding  and  improving  the 
museum's  public  dimension. 

♦  Ensure  that  all  stafi^  members  and  volunteers  understand  the  implications  of  their  de- 
cisions and  actions  for  the  educational  and  public  service  dimension  of  the  museum's  worL 

♦  Place  new  emphasis  on  public  information  and  pubhc  awareness  programs  to  pro- 
mote an  expanded  public  dimension  for  the  museum. 

♦  Allocate  sufficient  resources  to  ensure  that  the  museum's  commitment  to  education 
and  public  service  is  carried  out. 
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audience  ^^     Reflect  the  diversity  of  our  society 

by  establishing  and  maintaining  the 
broadest  possible  public  dimension 
for  the  museum. 
Museums  are,  or  should  be,  important  social  and  community  centers.  By  achieving  eq- 
uity in  the  public  dimension,  museums  can  assure  that  they  are  an  integral  part  of — 
rather  than  adjunct  to — the  multifaceted  human  experience.  Museums  can  then  help 
to  create  the  sense  of  inclusive  community  that  is  so  often  missing  in  our  society.  Sur- 
veys and  even  casual  observation  of  visitors  to  most  museums  will  usually  reveal  that 
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they  do  not  reflect  the  racial,  ethnic,  or  economic  heterogeneity  of  our  society  or  even 
of  museums'  own  communities.  We  need  to  gain  a  sophisticated  understanding  of  vis- 
itors' expectations  of  our  museums  and  of  the  experience  and  attitudes  they  bring  with 
them.  Museums  should  be  more  welcoming  places  for  all  people  regardless  of  their  age, 
ability,  education,  class,  race,  or  ethnic  origin.  We  must  make  a  concerted  long-term 
effort  to  become  involved  with  our  communities  and  to  inaugurate  programs  that  are 
responsive  to  the  needs  and  wishes  of  our  potential  constituents. 

RECOMMENDATIONS 

♦  Require  that  trustees  and  staff  achieve  an  active  understanding  of  the  political,  so- 
cial, economic,  and  demographic  characteristics  of  the  museum's  current  and  potential 
communities. 

♦  Conduct  audience  research  to  determine  who  does  and  does  not  visit  the  museum 
for  the  purpose  of  expanding  the  museum's  service  to  its  public. 

♦  Identify  audiences  with  special  needs,  develop  ongoing  working  relationships  with 
them,  and  make  the  museum's  programs,  exhibitions,  services,  and  information  more 
accessible  to  them. 

♦  Identify  specific  segments  of  the  community  that  the  museum  would  like  to  serve 
more  fiiUy,  develop  working  relationships  with  them,  and  initiate  programs  to  involve 
them  in  substantive  ways. 

♦  Assemble  staff  and  volunteers  with  the  knowledge  and  skills  necessary  to  fulfill  these 
mandates. 
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LEARNING  ^"^    Understand,  develop,  expand,  and 

use  the  learning  opportunities  that 
museums  offer  their  audiences. 

Museums  are  uniquely  qualified  to  provide  a  variety  of  learning  experiences  for  peo- 
ple of  all  ages,  interests,  and  backgrounds.  As  places  of  informal,  self-directed  learn- 
ing, museums  stimulate  visitors  to  create  their  own  encounters  wdth  objects  and  ideas. 
Adults,  in  particular,  are  seeking  opportunities  to  learn  both  individually  and  with  their 
families.  The  voluntary  nature  of  the  museum  experience  can  be  compatible  with  the 
interests  of  the  casual  visitor.  Unlike  schools,  museum  visits  have  no  prerequisites  and 
no  sequential  curriculum.  Often  the  learning  experience  is  a  moment  of  reflection  or  a 
chance  discovery  that  moves  the  visitor  in  a  lasting  way.  No  matter  what  the  visitor's 
level  of  capability,  there  is  the  potential  for  learning,  for  expanding  horizons. 

Objects  and  exhibitions  are  a  source  of  the  learning  potential.  Objects  raise  ques- 
tions not  addressed  by  documents;  they  can  be  more  adequately  representative  of  nat- 
ural and  cultural  heritages;  they  can  provide  information  and  enlightenment  that  can- 
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not  be  achieved  through  any  other  means;  they  call  forth  wonder  and  reflection.  A 
panoply  of  other  resources — including  lectures,  classes,  publications,  public  relations 
efforts,  docent  tours,  and  interactive  devices — help  shape  the  encounter.  Even  the  mu- 
seum's architectural  design,  the  resources  in  its  library,  and  the  selections  in  its  museum 
store  affect  the  learning  experience. 

During  the  past  twenty  years  there  has  been  a  rapid  expansion  of  knowledge  about 
how  people  perceive  and  process  information  and  experiences.  Although  progress  has 
been  made  toward  developing  a  fiiUer  understanding  of  the  nature  of  learning  in  mu- 
seums, ftirther  study  is  needed  and  is  a  key  recommendation  of  this  report.  We  must 
understand  the  relationship  between  the  visitor  and  the  setting  in  which  the  encounter 
with  object  or  idea  takes  place.  Research,  experimentation,  collaboration  between  cu- 
ratorial and  program  staff,  consultation  with  experts  on  learning  theory,  and  collabo- 
ration with  educators  from  other  settings  can  expand  our  comprehension  of  the  learn- 
ing that  occurs  in  the  museum  environment.  Museum  professionals  also  need  to  study 
and  test  the  implications  of  communications  technologies,  ideas  from  the  field  of  ed- 
ucational psychology,  and  the  latest  exhibit  design  principles.  Ongoing  assessment  of 
the  effectiveness  of  exhibits  and  programs  is  critical,  because  the  assessment  process 
stimulates  the  capacity  for  change. 

RECOMMENDATIONS 

♦  Develop  and  expand  audience  research  methods  that  wdll  test  and  document  how 
people  learn  in  the  museum  environment.  Apply  the  findings  to  exhibition  and  pro- 
gram development. 

♦  Develop  educational  experiences  for  schoolchildren,  families,  and  adults  that  reflect 
a  knowledge  of  the  different  learning  styles  visitors  bring  to  museums. 

♦  Experiment  with  exhibition  and  program  strategies  and  innovative  technologies  to 
enhance  the  capacity  of  museums  to  reach  a  wider  audience  through  exhibitions  and 
programs. 

♦  Assess  the  effectiveness  of  exhibitions  and  programs  in  an  ongoing  evaluation  pro- 
cess that  encourages  revision  and  experimentation  to  improve  the  visitor's  experience 
of  learning  from  objects  and  exhibits. 

♦  Utilize  the  growing  potential  for  extending  the  educational  role  of  museums  beyond 
their  walls  through  electronic  media,  and  conduct  systematic  studies  to  assess  the  effec- 
tiveness of  these  resources. 

♦  Establish  "learning  laboratories"  in  selected  museums  for  research,  experimentation, 
and  dissemination  of  information  about  exhibition  and  program  development,  imple- 
mentation, and  evaluation  as  well  as  about  the  special  nature  of  museum  learning  and 
museum  audiences. 
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SCHOLARSHIP  ^      Efirich  our  knowledge,  understand- 

ing, and  appreciation  of  our  collec- 
tions and  of  the  variety  of  cultures 
and  ideas  they  represent  and  evoke. 

The  responsible  scholarship  that  is  a  hallmark  of  museums  is  essential  to  fulfilling 
museums'  public  service.  Decisions  about  collecting,  exhibitions,  programs,  and  other 
activities  carry  a  pow^erfiil,  value-laden  educational  message.  These  decisions  require 
excellence  in  scholarship  as  well  as  respect  for  the  cultural  and  intellectual  viewpoints 
that  the  objects  in  museum  collections  stand  for  and  stimulate.  Scholarship  in  muse- 
ums supports  education,  exhibitions,  and  publications,  and  it  informs  the  public,  stu- 
dents, and  scholars. 

The  pursuit  of  knowledge  about  our  collections  should  be  carried  out  in  an  at- 
mosphere of  intellectual  rigor.  Scholarship  must  include  the  fair  and  serious  treat- 
ment of  cultural  perspectives  and  the  acknowledgment  that  every  scholar  brings  par- 
ticular cultural  and  intellectual  biases  to  his  or  her  work.  Also  critical  to  scholarship 
in  museums  are  an  appreciation  for  the  cultural  and  intellectual  complexity  of  ob- 
jects and  an  active  interest  in  communicating  the  products  of  scholarship  to  visitors. 
Heightened  cultural  sensitivity  is  especially  important  to  today's  research  and  in- 
terpretation, which  is  struggling  to  shed  the  limiting  cultural  biases  and  ethnocen- 
trism  of  the  past.  The  return  of  cultural  patrimony  is  one  of  a  number  of  issues  that 
will  fundamentally  alter  the  way  museums  interpret  their  collections  in  the  future. 

RECOMMENDATIONS 

♦  Apply  rigorous  standards  of  scholarship  to  the  development  and  presentation  of  ex- 
hibitions and  programs. 

♦  Make  information  about  collections  more  accessible  to  academic  and  nontraditional 

scholars,  museum  professionals,  and  the  public. 
DECISIONS     [ABOUT  ♦  Incrcasc  opportunities  for  research  in  relevant 

MUSEUM    ACTIVITIES]     academic  discipUnes  by  both  curatorial  and  pro- 
REQuiRE     EXCEL-  gram  staff. 

LENCE     IN     SCHOLAR-      ♦  Initiate  scholarly  research  in  conjunction  with 
SHIP    AS    WELL     AS  coUcgcs  and  universities  and  with  other  museums. 

♦  Develop  and  refine  scholarly  methods  and 
techniques  that  permit  sophisticated  analysis  of 


RESPECT       FOR 

THE       CULTURAL       AND 


NTELLECTUAL    VIEW-    the  contcxt  of  objccts. 


POINTS       THAT       THE 


♦  Explain  the  important  role  of  research  in  mu- 
OBJECTs  ...  STAND  scums  to  the  public  through  exhibitions,  pro- 
FOR    AND    STIMULATE,     grams,  pubUcations,  and  electronic  media. 
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INTERPRETATION  ^^     Assurc  that  the  interpretive  pro- 

cess manifests  a  variety  in  cultural 
and  intellectual  perspectives  and 
reflects  an  appreciation  for  the  diversity  of  museums'  public. 

All  museums  have  objects  or  represent  concepts  that  relate  to  some  aspect  of  the 
human  experience.  They  are  ripe  with  possibilities  for  visitors  to  find  personal  mean- 
ing and  to  appreciate  other  cultures.  But  the  perspectives  of  mainstream  cultures  still 
pervade  many  museums.  By  cultivating  and  expressing  a  variety  of  cultural  perspectives 
in  the  presentation  and  interpretation  of  their  collections,  museums  can  foster  inclu- 
siveness.  They  can  invite  a  broader  spectrum  of  the  public  to  participate  in  museums 
and  experience  a  relationship  with  what  museums  have  to  offer. 

Divergent  points  of  view  as  well  as  different  cultural  perspectives  can  be  given  voice 
in  the  interpretive  process.  Fearing  that  the  neutrality  of  the  institution  might  be  com- 
promised, many  museums  are  reluctant  to  present  informed  but  differing  viewpoints. 
Yet  debate,  even  controversy,  is  integral  to  the  scholarly  endeavor,  and  it  can  stimu- 
late a  balanced  interpretive  message  that  can  challenge  the  visitor  to  discover  ideas 
and  form  opinions. 


RECOMMENDATIONS 


♦  Involve  representatives  of  various  communities  and  diverse  cultural  groups  in 
the  research  and  documentation  process  relative  to  their  cultural  experience  in  order 
to  broaden  the  range  of  perspectives  and  deepen  the  understanding  of  museums' 
holdings. 

♦  Enrich  the  intellectual  debate  in  the  earliest  stages  of  exhibition  and  program  de- 
velopment by  supporting  staff  research  and  encouraging  the  introduction  of  new  ideas 
and  new  approaches. 

♦  Introduce  visitors  to  differing  perspectives  by  including  statements  by  those  who 
have  developed  the  exhibition  and  by  making  full  use  of  interpretive  programs,  exhibit 
labels,  publications,  and  electronic  media. 

♦  Expand  the  scope  of  interpretation  to  assure  that  the  products  of  research  are  ac- 
cessible and  understandable  to  visitors  with  a  range  of  expertise. 


6 


COLLABORATION  ^     Engage  in  active,  ongoing  collabo- 

rative efforts  with  a  wide  spectrum 
of  organizations  and  individuals 

who  can  contribute  to  the  expansion  of  the  museum's  public  dimension. 

In  a  world  of  diminishing  resources,  museums  have  much  to  gain  by  collaboration 

with  individuals,  institutions,  and  organizations  in  public  service  and  public  education. 
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Museums  engage  in  collaborative  efforts  with  other  museums,  universities,  schools,  li- 
braries, visual  and  performing  arts  groups,  the  media,  and  historic  preservation  orga- 
nizations; they  wfork  with  social  service  groups;  they  form  partnerships  with  city  and 
state  government  agencies.  They  have  a  long  and  highly  successfiil  history  of  collabo- 
ration with  elementary  and  secondary  schools.  TTiey  are  forming  new  relationships  with 
the  private  sector. 

Looking  to  the  future  and  considering  the  nature  of  our  global  society,  collabora- 
tion has  new  urgency  and  new  promise.  Museums  cannot  operate  in  isolation  in  a 
world  of  shifting  boundaries.  Collaboration  today  has  expanded  possibilities  for  en- 
suring that  museums  use  their  collections,  programs,  and  resources  effectively.  It  is  a 
way  to  invite  more  participation  from  outside  the  museum  in  shaping  ideas  and  mak- 
ing decisions  and  to  augment  the  personal  experience  and  professional  expertise  of  a 
museum's  staff.  Collaboration  enhances  the  abiHty  of  each  participant  and  provides  a 
unified,  focused  mechanism  for  achieving  individual  goals.  The  collaborative  dialogue 
should  also  involve  museum  visitors — both  actual  and  potential — in  determining  how 
to  broaden  presentation  and  therefore  participation  in  the  institution  by  underserved 
audiences. 

RECOMMENDATIONS 

♦  Develop  collaborative  efforts  with  individuals,  organizations,  corporations,  and  other 
museums  that  extend  the  museum's  public  dimension  and  enhance  its  ability  to  ftilfiU 
its  educational  mission. 

♦  Recognize  museums'  responsibility  to  share  in  the  education  of  children  by  strength- 
ening services  for  preservice  and  inservice  classroom  teachers. 

♦  Develop  undergraduate,  graduate,  and  continuing  education  courses  for  teachers 
that  help  them  understand  the  value  of  learning  with  objects  and  in  the  museum  en- 
vironment. 

♦  Strengthen  relationships  with  administrators,  school  boards,  and  other  educators  to 
develop  better  museum-school  partnerships  beginning  at  the  state  and  local  poUcy- 
making  levels. 

♦  Encourage  museum  staff  to  represent  the  museum  in  community  activities. 


7 


DECISION     MAKING  P^F    Asscss  the  decision-making  pro- 

cesses in  museums  and  develop  new 
models  that  enable  an  expanded 
public  dimension  and  a  renewed  commitment  to  excellence. 

An  expanded  public  dimension  for  museums  demands  something  other  than  tra- 
ditional hierarchical  decision  making.  A  collaborative  framework  for  planning  and  de- 
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cision  making  emphasizes  that  public  service  is  aneffective 

a  museum-wide  endeavor,  not  a  group  of  iso-  organizational 

lated  functions.  An  effective  organizational  structure     en- 

structure  encourages  internal  dialogue,  tran-  courages  internal 
scends  the  intellectual  hierarchy  often  imposed  dialogue, 

on  staff,  stimulates  cross-fertUization  of  ideas,  transcends 

and  may  even  provoke  argument  and  dissent.  the     intellectual 

The  perspectives  of  the  museum  audience  and  hierarchy 

potential  audience  must  be  represented  as  an  often     imposed    on 

important  ingredient  in  planning  and  decision  staff,  stimulates 
making.  cross- 

Museums  everyw^here  are  experimenting  fertilization     of 

with  different  organizational  structures  that  ideas,     and 

affect  their  educational  role.  In  many  muse-  may     even     provoke 

urns  education  and  public  programs  are  be-  argument 

coming  equal  partners  with,  not  adjuncts  to,  anddissent. 

curatorial  and  collections-related  functions. 

This  structure  stimulates  greater  staff  interaction  about  service  to  the  public,  and 
the  interests  of  the  museum  audience  are  given  a  higher  priority  in  museum  plan- 
ning and  management.  The  team  approach  to  exhibition  and  program  development 
is  another  concept  that  has  currency  in  many  museums.  Using  teamwork  to  plan  a 
program  or  an  exhibition — as  opposed  to  combining  the  discrete  efforts  of  different 
staff  members — encourages  a  healthy  blend  of  ideas  and  perspectives  that  enriches 
the  final  product. 

recommendations 

♦  Establish  decision-making  structures  for  the  development  of  exhibitions  and  pro- 
grams involving  formal  interaction  among  staff  who  are  knowledgeable  about  content, 
audience  needs  and  interests,  and  the  ways  people  perceive  and  process  information. 

♦  Experiment  with  museum  organizational  structures  that  accommodate  broad  staff 
participation  in  decision  making,  and  document  and  publicize  effective  models  of  these 
structures. 

♦  Ensure  that  decision  making  about  exhibitions  and  interpretive  programs  involves 
all  staff  members  who  administer  programs  related  to  the  museum's  public  service. 

♦  Involve  community  advisory  groups  in  decision  making  about  ways  the  museum  can 
serve  the  public  in  different  aspects  of  its  programs  and  operations. 

♦  Develop  ways  for  volunteers  to  contribute  their  knowledge  and  experiences  to  im- 
prove the  museum's  service  to  the  public. 
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BOARDS,     STAFF,  ^^     Achicve  diversity  among  trustees, 

AND    VOLUNTEERS  ^^    Staff,  and  volunteers  to  assure  a 

\^    breadth  of  perspective  throughout 

the  museum. 
The  task  force  has  reiterated  the  concerns  that  the  Commission  on  Museums  for 
a  New  Century  expressed  about  cultural,  racial,  and  gender  imbalance  on  museum 
boards,  in  the  museum  work  force,  and  in  the  ranks  of  volunteers,  particularly  in  light 
of  the  sense  of  urgency  that  task  force  members  feel  about  expanding  museums'  pub- 
lic service  dimension.  If  museums  are  to  be  welcoming  places  for  people  of  different 
racial,  ethnic,  social,  economic,  and  educational  backgrounds  and  if  they  are  to  use  their 
collections  to  present  a  variety  of  perspectives,  they  must  recruit,  hire  or  select,  and  fos- 
ter the  professional  growth  of  trustees,  staff,  and  volunteers  who  reflect  diverse  audi- 
ences and  multiple  perspectives. 

A  serious  commitment  to  diversity  will  require  widening  the  arena  for  recruitment. 
The  search  for  professional  staff  should  be  expanded  beyond  the  academic  disciplines 
that  traditionally  lead  to  museum  work  when  those  disciplines  do  not  reflect  diversity 
in  cultural  background,  race,  or  gender.  Moreover,  museums  should  recruit  and  hire 
staff  members  from  sectors  of  the  community  not  traditionally  served  by  institutions 
of  higher  learning.  The  recruitment  of  trustees  and  volunteers,  too,  should  be  extended 
to  parts  of  the  community  not  typically  represented  on  museum  boards  and  in  volun- 
teer organizations. 

RECOMMENDATIONS 

♦  Recruit  trustees  who  are  representative  of  and  involved  in  all  segments  of  the  mu- 
seum's community. 

♦  R.ecruit  and  hire  staff  to  reflect  diversity  at  all  levels  in  the  museum. 

♦  Recruit  a  volunteer  corps  that  is  representative 

THEY     MUST    RECRUIT,  of  the  museum's  entire  community. 

HIRE     OR     SELECT,  ♦  Establish  scholarships  and  stipends  to  attract  a 

AND    FOSTER  diverse  pool  of  potential  museum  professionals  to 

THE     PROFESSIONAL  University  training  programs. 

GROWT>*oF  ♦  Establish  paid  internships  and  scholarships  for 

TRUSTEES,     STAFF,  young  professiouals  designed  to  increase  the  cul- 

AND     VOLUNTEERS  tural  diversity  of  the  museum  work  force. 

WHOREFLECT  ♦  Provide  professional  development  opportunities 

DIVERSE    AUDIENCES  to  ensute  the  retention  and  promotion  of  the  staff 

AND     MULTIPLE  that  is  recruitcd  and  to  support  staff  in  expanding 

PERSPECTIVES.  their  own  professional  knowledge  and  expertise. 
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PROFESSIONAL  ^"^    Providc  professional  development 

DEVELOPMENT  ^^    ^"^  training  for  new  and  estab- 

^X^  lished  professionals,  trustees,  and 
volunteers  that  meets  the  needs  of  the  museum  profession  so  that  museums  may  cany 
out  their  responsibility  to  their  diverse  public. 

Many  professionals  enter  the  museum  work  force  through  university  training 
programs  and,  once  involved  in  the  museum  field,  continue  their  education  through 
programs,  workshops,  and  meetings  carried  out  in  a  variety  of  settings.  The  con- 
cept of  the  whole  museum  as  an  educational  institution  should  be  introduced  to  stu- 
dents from  the  beginning  of  their  preparation  for  museum  work  and  be  a  corner- 
stone of  continuing  education  for  practicing  professionals  as  well  as  for  trustees  and 
volunteers. 

Degree-granting  programs,  continuing  education  programs,  and  training  programs 
conducted  by  individual  museums  all  have  vital  roles  to  play.  In  the  university  setting, 
a  thriving  dialogue  about  the  public  responsibility  of  museums  will  stimulate  in 
prospective  museum  professionals  a  strong  commitment  to  the  principles  of  excellence 
and  equity.  In  continuing  education  programs  and  in  museum  programs  for  staff, 
trustees,  and  volunteers,  reflection  and  debate  in  a  coUegial  atmosphere  will  provide 
the  inspiration  and  the  incentive  that  enable  the  participants  to  reassess  and  clarify  their 
institutions'  missions  as  educational  institutions  and  to  understand  how  their  own  work 
is  integral  to  that  role. 

In  addition  to  formal  programs,  museum  professionals  need  informal  opportuni- 
ties for  professional  grovv^h  through  exposure  to  current  ideas  in  their  fields  and  to  a 
variety  of  models  for  carrying  out  the  museum's  public  service.  They  also  need  unin- 
terrupted time  to  engage  in  productive  thinking  and  dialogue  about  their  work.  By 
offering  options  for  sabbaticals  and  flexible  work  schedules,  museums  can  give  staff 
members  valuable  time  for  reflection,  planning,  research,  writing,  and  teaching. 

RECOMMENDATIONS 

♦  Ensure  that  the  principles  of  this  report  are  reflected  in  the  missions,  policies, 
management  practices,  and  curriculums  of  all  professional  development  and  training 
programs. 

♦  Initiate  and  identify  model  training  programs  that  focus  on  the  public  dimension  of 
museums  and  make  these  programs  known  in  the  museum  field. 

♦  Expand  recruiting  efforts  by  creating  opportunities  for  professional  development 
and  training  programs  in  order  to  enhance  diversity  in  the  staffs  of  museums. 

♦  Provide  programs  for  all  staff  that  raise  awareness  of  the  value  of  cultural  diversity 
and  inspire  the  development  of  a  truly  diverse  museum. 
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♦  Require  that  volunteers  who  carry  out  educational  services  perform  at  a  professional 
level. 

♦  Develop  active  collaborative  efforts  among  museums,  professional  associations,  and 
universities  aimed  at  expanding  the  content  of  training  and  professional  development 
to  include  the  pubUc  dimension  of  museums. 

♦  Expand  the  content  and  availability  of  training  opportunities  for  both  experienced 
and  beginning  museum  trustees,  staff,  and  volunteers. 

♦  Provide  on-the-job  learning,  sabbaticals,  flexible  vi^ork  schedules,  and  other  avenues 
for  the  professional  growth  and  development  of  museum  staff. 


10 


LEADERSHIP  jA    /'\     Commit  leadership  and  finan- 

cial resources — in  individual 
museums,  professional  organi- 
zations, and  training  organizations  and  universities — to  strengthen  the  pubUc  dimen- 
sion of  museums. 

Advancing  the  ability  of  museums  to  carry  out  their  public  responsibility  will  require 
forcefully  articulated  leadership  and  a  substantial  financial  investment.  These  elements 
must  be  firmly  in  place  throughout  the  museum  field,  because  ultimately  they  are  the  key 
to  achieving  excellence  and  equity  in  the  public  dimension  of  museums.  Museum  lead- 
ers must  actively  advocate  education  for  a  diverse  audience  as  a  museum-wide  flinction 
with  a  high  priority,  and  they  must  revise  their  financial  plans  to  reflect  this  priority. 

Leadership  is  the  foundation.  Museum  leaders  set  the  tone  for  the  institution  and  es- 
tablish the  values  that  guide  decision  making.  To  foster  both  excellence  and  equity,  mu- 
seum trustees,  directors,  management,  and  staff  along  with  the  American  Association  of 
Museums  and  other  professional  organizations  should  increase  their  efforts  to  advocate 
the  primacy  of  educational  and  public  service  functions.  Sensitive,  strong  leadership  will 
also  guide  museums  as  they  seek  to  include  a  broader  spectrum  of  their  communities. 

As  museums  reinforce  and  redefine  their  mandate  for  public  responsibility — both  in 
individual  institutions  and  for  museums  in  the  aggregate — they  must  also  reassess  how 
their  financial  decisions  are  made  and  what  the  implications  of  those  decisions  are.  In  a 
world  of  shrinking  resources,  this  process  will  necessitate  difficult  choices,  but  a  financial 
investment  in  the  museum's  public  dimension  must  not  be  compromised.  Exhibitions, 
programs,  and  other  activities  that  enable  museums  to  fidfill  their  public  responsibility 
need  financial  backing  if  they  are  to  reflect  high  standards  and  engage  a  diverse  audience. 

RECOMMENDATIONS 

♦  State  the  museum's  primary  commitment  to  its  pubHc  responsibility  in  the  financial 
priorities  included  in  the  institution's  strategic  plan  and  budget. 
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♦  Hold  museums  accountable  for  their  public  responsibility  in  statements  of  profes- 
sional ethics  and  standards,  accreditation  criteria,  and  museum  assessment  program 
guidelines. 

♦  Diversify  sources  of  long-term  support,  such  as  endowments  and  earned  income, 
for  the  museum's  public  dimension. 

♦  Increase  support  from  foundations,  corporations,  and  government  agencies  for  the 
goals  expressed  in  this  report. 

♦  Use  the  media  to  promote  awareness  of  the  museum's  commitment  to  public  service. 

♦  Form  resource- sharing  partnerships  wath  community  organizations  that  advance  the 
museum's  educational  mission. 

♦  Be  aggressive  in  pursuit  of  financial  support  traditionally  designated  for  formal  ed- 
ucational institutions. 

♦  Identify  and  commit  resources  to  provide  the  leadership  to  implement  the  recom- 
mendations of  this  report. 

♦  Encourage  museums  of  all  types  and  sizes  to  work  together  to  implement  these  rec- 
ommendations by  sharing  staff,  programs,  ideas,  and  resources  at  local,  state,  regional, 
and  national  levels. 


CONCLUSION  ^^^^TB~^^B    ^^  issues  this  report  considers  go  to 

the  very  core  of  what  museums  are 
all  about:  How  can  museums, 
which  have  so  much  to  contribute 
to  the  collective  human  experience, 
welcome  people  from  all  racial,  eth- 
nic, social,  economic,  and  educa- 
tional backgrounds?  How  can  they  use  the  abundance  of  their  collections  and  their 
scholarly  resources  to  enrich  and  empower  their  visitors?  How  can  we,  as  museum  pro- 
fessionals, trustees,  and  volunteers,  effect  the  serious  and  lasting  institutional  and  pro- 
fessional change  necessary  to  resolve  these  issues?  The  complex  challenges  at  hand  re- 
quire time,  resources,  and  continuous  review  and  assessment,  but  above  all  they  require 
commitment. 

The  community  of  museums  in  the  United  States  shares  the  responsibility  wdth  other 
educational  institutions  to  enrich  learning  opportunities  for  all  individuals  and  to  nur- 
ture an  enlightened,  humane  citizenry  that  appreciates  the  value  of  knowing  about  its 
past,  is  resourcefully  and  sensitively  engaged  in  the  present,  and  is  determined  to  shape 
a  fixture  in  which  many  experiences  and  many  points  of  view  are  given  voice.  In  this  en- 
deavor, museums  will  play  a  powerful,  beneficial  role  for  the  people  of  the  next  century. 
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Otjuf  of  tftr  PiTrctor 


The  Honorable  Steny  Hoyer.  Chairman 

Subcommittee  on  Treasury,  Postal  Service,  and  General  Government 

HI  64  Capitol 

Washington,  DC  20510 


Dear  Chairman  Hoyer, 

I  know  that  a  range  of  testimony  has  been  submitted  for  your  consideration  in 
your  committee's  deliberations  regarding  the  non-profit  postal  subsidy.  As  the 
Dtrec'.or  of  the  Museum  of  riiic  Aits,  DosSoii,  v.ic  uf  a  iiurnuti  oi  laij^e  and 
highly  regarded  art  museums  in  the  United  States,  I  am  grateful  for  the 
opportunity  to  submit  additional  testimony  for  your  consideration. 

The  Museum  of  Fine  Arts  conducts  fund  raising  activities  to  support  the  costs 
of  making  available  extensive  collections  of  fine  art  and  innovative  educational 
prograjnming  to  a  broad  and  diverse  public.  As  part  of  our  fund  raising 
activities,  we  engage  in  a  catalog  sales  operation.  The  IRS  regularly  reviews 
this  activity,  and  has  determined  that  the  catalog  sales  operation  at  the  Museum 
of  Fine  Arts  does  not  invoke  the  UBIT  in  that  it  is  directly  related  to  our 
educational  mission. 

The  materials  sold  through  the  catalog  are  directly  related  to  the  Museum's 
mission  as  an  educational  institution,  as  defined  by  our  charter.  These 
materials  are  one  way  in  which  we  are  able  to  make  some  portion  of  our 
collection  available  to  individuals  who  would  not  otherwise  be  able  to  view  the 
works  of  art  in  Boston.  These  materials  are  unique,  and  we  are  not  in 
competition  with  private  business. 

The  revenues  generated  by  sales  of  merchandise  do  not  benefit  private 
individuals,  but  rather  further  the  public  mission  of  the  Museum  of  Fine  Arts. 
Without  financial  support  generated  through  catalog  sales,  the  Museum  of  Fine 
Arts  would  have  to  raise  its  admission  fees  and  charges  for  other  services 
v.-hich  -vc  currently  prv-?v!dc  to  the  public.  Cata'og  ?rJc3  arc  no  different  than 
other  mail  solicitations  which  non-profit  institutions  conduct  for  funding  and 
support.   Because  of  substantial  reductions  in  operating  support  through 
corporate,  foundation,  and  government  sources,  these  solicitations  are  essential 
to  maintaining  public  programming  and  access. 

I  urge  you  to  maintain  the  non-profit  posted  subsidy  at  its  current  level. 

Tliank  you  for  the  opportunity  lo  submit  this  testiinony 

Sincerelv, 


Alan  Shestack 

Director 

Museum  of  Fine  Arts.  Boston 
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